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The following rules relate to self-regulatory 
organization rule proposals and/or adoptions. 
'34-13571 34-13674 34-13684 34-13689 34-13694 
34-13672 34-13680 34-13687 34-13690 34-13697 
34-13673 34-13683 34-13688 34-13691 34-13698 
34-1369934-1370234-1370034-13701 

34-13679 PROPOSAL TO ADOPT A NEW 
RULE WHICH WOULD ESTABLISH 
MINIMUM QUALIFICATION RE- 
QUIREMENTS FOR ALL REGIS- 
TERED BROKERS AND DEALERS 
AND THEIR ASSOCIATED PER- 
SONS (File No. S7-709 - Comment 
Period Expires 8/10/77 


OPINION 
34-13695 


STEADMAN SECURITY COR- 
PORATION, et al. 


Where an investment company com- 
plex’s controlling person concealed 
material facts from investors, caused 
the entities that he controlled to 
breach their reporting obligations to 
the Commission, and also caused a 
registered investment adviser, all of 
whose voting stock he owned, to ac- 
cept compensation from two of its 
advisee-investment companies that 
was not described in the advisory 
contracts, he/d, in public interest to 
bar that person from association with 
any investment adviser, to prohibit 
him permanently from serving or act- 
ing in any of the capacities enumer- 
ated in Section 9(b) of the Invest- 
ment Company Act, and to suspend 
him from association with any broker 
or dealer for 12 months. But order’s 
effective date stayed for 90 days to 
facilitate an orderly transition in the 





management of the affected invest- 
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ment companies and to give the 
barred individual an opportunity to 
dispose of his controlling interest in 
the advisory organization. 
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SECURITIES ACT OF 1933 
Release No. 5839/June 24, 1977 


In the Matter of the 


SALOMON BROTHERS PROFIT SHARING PLAN 
One New York Plaza 
New York, N.Y. 10004 


File No. 18-2 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 3(a)(2) OF THE SECURITIES ACT OF 
1933 FOR AN ORDER EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT 
INTERESTS OR PARTICIPANTS IN THE SALOMON 
BROTHERS PROFIT SHARING PLAN 


NOTICE IS HEREBY GIVEN that Salomon Brothers, an 
investment banking firm and registered broker-dealer 
organized as a New York limited partnership, 
(‘‘Applicant’’) has, by application dated May 17, 1976 
and by letter supplementing the Application dated June 
28, 1976 and March 10, 1977, applied under Section 
3(a)(2) of the Securities Act of 1933 (the ‘‘Act’’), for an 
order declaring that interests or participants in the 
Salomon Brothers Profit Sharing Plan (the ‘‘Plan’’) are 
exempt from the provisions of Section 5 of the Act. All 
interested persons are referred to those documents, 
which are on file with the Commission, for the facts and 
representations contained therein, which are sum- 
marized below. 


|. Introduction 


The Plan, as of October 1, 1976, covered 998 active 
participants, of whom 951 were employees and 47 were 
general partners of Applicant. In addition, the Plan 
covers one limited partner who is also a full-time 
employee. Heretofore, all contributions to the Plan on 
behalf of participants have been made by Applicant. 
The Commission staff, by letter dated October 29, 1975, 
took a no-action position with respect to registration of 
interests in the Plan under Section 5 of the Act. Appli- 
cant now intends to amend the Plan to allow partici- 
pants to make voluntary personal contributions to the 
extent permissible under the Internal Revenue Code of 
1954 (the ‘‘Code’’). 


The Plan is of the type commonly referred to as a 
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‘*Keogh’’ plan, which covers persons (in this case 
Applicant’s general partners( who are employees 
within the meaning of Section 401(c)(1) of the Code, 
and therefore is excepted from the exemption from the 
registration provisions of the Act provided by Section 
3(a)(2) of the Act for interests or participations in 
certain employee benefit plans of corporate employers. 
Section 3(a)(2) also provides, however, that ‘“‘the 
Commission, by rules and regulations or order, shall 
exempt from the provisions of [Section 5 of the Act] 
any interest or participation issued in connection with 
a stock bonus, pension, profit-sharing, or annuity plan 
which covers employees some or all of whom are 
employees within the meaning of [S]Jection 401(c)(1) of 
the [Code], if and to the extent that the Commission 
determines this to be necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of [the Act].” 


If. Description and Administration of the Plan 


The Plan has been maintained for a number of years as 
a profit-sharing plan qualified under Section 401 of the 
Code. Applicant intends to request a ruling from the 
Internal Revenue Service (the ‘‘IRS’’) that the changes 
Applicant proposes to make in the Plan will not affect 
the Plan’s tax-qualified status. 


Applicant contributes to the Plan on behalf of covered 
employees in accordance with a formula based on Ap- 
plicant’s net profits for the year, although Applicant 
has retained discretion to contribute additional 
amounts as well as to terminate contributions com- 
pletely. Applicant’s contributions to the Plan are allo- 
cated among the employee participants on the basis of 
their years of service and salaries. Applicant also con- 
tributes to the Plan on behalf of partner participants. 
The basis for computing contributions on behalf of 
partners differs from that used to compute employee- 
related contributions, subject, however, to compliance 
with the Code requirement that partner-related contri- 
butions not represent a higher percentage of com- 
pensation than employee-related contributions. 


As proposed to be amended, the Plan will also allow 
participants to make voluntary personal contributions 
to the extent permissible under the Code. Under the 
Code, an active participant may contribute under up to 
10% of the participant’s compensation (limited to 
$100,000) received while a participant, but not more 
than permitted under Section 415 of the Code during 
each plan year. The amendment will permit each parti- 
cipant to direct the investment of his voluntary 
contributions in the same manner as_ permitted 
regarding funds in the Plan attributable to Applicant’s 
contributions, as described below. 


Funds held by the Plan are divided between fixed 








income and equity investments pursuant to separate 
elections by each participant. The Plan’s fixed income 
investment is currently a group annuity of the type 
commonly referred to as a guaranteed investment 
contract with an insurance company. The remaining 
assets in the Plan are invested in an equity fund under 
two arrangements entered into by the Plan’s trustees, 
consisting of four partners and two non-partner em- 
ployees of Applicant who are appointed by and subject 
to removal by Applicant. Under both arrangements, the 
funds are held by a bank, and are not invested in any 
collective or commingled fund containing assets other 
than assets of the Plan. In one instance, the bank also 
has investment discretion over the funds it holds. In the 
seccnd instance, investment discretion over the funds 
is exercised by a registered investment adviser. 


The trustees have the power to appoint and to remove 
bank custodians and investment managers. The Plan 
explicitly provides that no investments are permitted in 
Applicant or any of its affiliates. The Plan provides 
that, if and when generally permitted by Applicant, 
participants in the Plan will be permitted to direct that 
portions of their vested interests in the Plan take the 
form of life insurance contracts. 


Aside from the authority to manage and control Plan 
assets, which the Plan vests in the trustees, the Plan is 
administered by Applicant. In connection therewith and 
in connection with designing the Plan, Applicant for 
many years has employed outside legal counsel and ac- 


countants. Applicant also has retained full power to 
amend the Plan, subject to restraints imposed by the 
Code and the Employee Retirement Income Security 
Act of 1974 (‘‘ERISA’’) and to the condition that no 
amendment enlarge the trustees’ liabilities without the 
trustees’ consent. 


The Plan is subject to the reporting and disclosure pro- 
visions, as well as other requirements of ERISA. These 
disclosure provisions require that participants be pro- 
vided various information about the Plan and its in- 
vestments, including (1) a summary plan description 
written to be understandable to the average plan 
participant and sufficiently comprehensive tc apprise 
Plan participants of their rights and obligations under 
the Plan and, upon request, a copy of the full plan de- 
scription filed with the Department of Labor (‘‘DOL’’); 
(2) a summary of the latest annual report filed with 
DOL and the IRS, which summary must apprise par- 
ticipants of their right to obtain a copy of the full annual 
report upon request; (3) a statement, upon request, of 
the total nonforfeitable benefits accrued under the 
Plan; and (4) upon request, any reports and other basic 
document under which the Plan is maintained and 
operated. 


In the past, Applicant has furnished participants a 
booklet describing the principal provisions of the Plan. 
Applicant will continue to provide this booklet to 


participants, updated to incorporate the summary plan 
description requirements of ERISA. Applicant also will 
provide a copy of the Plan, as amended, to ail active 
participants within 90 days after receipt by Applicant of 
a favorable ruling from the IRS on the tax-exempt 
Status of the Plan. In addition, as soon as practicable 
after every valuation date, each active participant will 
be furnished with a statement showing his interest in 
the Plan, including the proportions thereof attributable 
to contributions and investment results, as well as the 
extent of his individual vesting. These statements will 
indicate the investment results accruing to the partici- 
pant under each of the funds in which his assets were 
invested. Applicant also will make available to 
participants upon request the lates interim financial 
Statements of the Plan’s investment funds, including 
detailed schedules of assets. 


lll. Applicant’s Arguments 


Applicant contends that although the Plan, because 
Applicant’s partners participate in it, literally falls 
within the Keogh plan exception to the Section 3(a)(2) 
exemption, the legislative history of Section 3(a)(2) 
does not suggest any intent on the part of Congress to 
require that interests in single-employer Keogh plans 
be registered under the Act. Rather, Congress 
excepted interests issued in connection with Keogh 
plans from the Section 3(a)(2) exemption primarily out 
of concern over interests or participations in 
commingled or collective Keogh funds which might be 
marketed by sponsoring financial institutions to 
self-employed persons unsophisticated in the securities 
field. Applicant contends that the characteristics of the 
Plan are essentially typical of plans maintained by 
many single corporate employers for which section 
3(a)(2) provides an exemption, and that the concerns 
which resulted in Section 3(a)(2)’s inapplicability to 
Keogh plans generally do not require registration of 
interests in Applicant’s Plan. 


Applicant further contends that if the Plan were 
amended, as permitted by the Code, to exclude Appli- 
cant’s partners, or if Applicant was a corporation, the 
Keogh plan exception to the Section 3(a)(2) exemption 
would not apply. Applicant asserts that the Plan is not a 
master or prototype plan marketed to the public by a 
sponsoring financial institution, the Plan assets are not 
invested in any such master or prototype plan and that 
the Plan, like the similar plans of large corporations, 
has been specifically tailored to meet Applicant’s own 
particular requirements. Applicant argues, therefore, 
that to treat the Plan differently from a corporate plan 
merely because Applicant is organized as a partnership 
would exalt form over substance. Applicant contends 
that the Commission’s exemptive authority under 
Section 3(a)(2) appears designed to permit the Com- 
mission to exempt plans like Applicant’s where a sub- 
stantial employer that is similar to a large corporation 
in all respects except for its form of organization, and 
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which is sophisticated in complex financial and 
securities matters, creates and designs a plan for its 
employees and partners. 


Finally, Applicant states that the disclosures required 
by ERISA and the other disclosures to be made to Plan 
participants are additional grounds for granting the 
requested exemption. 


Applicant concludes that under the circumstances, 
granting the requested exemptive order would be 
appropriate in the public interest, consistent with the 
protection of investors and the purposes fairly intended 
by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 25, 1977, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the application, accompanied by a statement 
of the nature of his interest, the reasons for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed 
to: George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request shall be served personally or by 
mail upon Salomon Brothers, One New York Plaza, 
New York, New York 10004, Attn: Donald M. 
Feuerstein, Esq. Proof of such service (by affidavit or, 
in the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. 


An order disposing of the matter will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive notice of further developments in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13671/June 24, 1977 


NOTICE OF FILING OF AMENDED PROPOSED 
RULE CHANGE BY THE MUNICIPAL SECURITIES 
RULEMAKING BOARD 
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File No. SR-MSRB-76-12 


The Municipal Securities Rulemaking Board submitted 
on June 17, 1977, an amended proposed rule change 
under Rule 19b-4 which would codify uniform industry 
practices for the processing, clearance, and settlement 
of inter-dealer transactions in municipal securities and 
related matters. The original proposal was submitted 
on December 20, 1976, and was published at 42 FR 
1086 (January 5, 1977). 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 27, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSRB-76-12. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13672/June 24, 1977 


NOTICE OF PROPOSED RULE CHANGE BY 
CHICAGO BOARD OPTIONS EXCHANGE, INC. 


File No. SR-CBOE-77-14 


The Chicago Board Options Exchange, Inc. (‘‘CBOE’’) 
submitted on June 13, 1977 a proposed rule change 
under Rule 19b-4 to provide for the trading of stocks 
and other non-option securities on the floor of the 
CBOE. 


Many of the specific rule amendments set forth in the 
proposed rule change are editorial or conforming in 





nature, revising a number of present CBOE rules to 
reflect the fact that equity securities, in addition to 
option securities, are proposed to be traded on the 
CBOE floor. The terms of substance of the proposed 
rule change are set forth below. 


The proposal would permit trading in securities listed 
on the CBOE or securities admitted to unlisted trading 
privileges. As a general proposition, CBOE intends to 
apply for unlisted trading privileges in these securities, 
rather than formally listing them. To be eligible for 
trading on the CBOE, non-option securities must 
satisfy existing CBOE standards applicable to the 
maintenance of approval of underlying securities in re- 
spect to options trading. 


In addition to the security itself, warrants, rights and 
other non-option securities exchangeable or convertible 
into that security will also be eligible for trading. 
Where a non-option security ceases to meet the 
eligibility requirements, the Board of Directors will 
have the discretion to delist the security or remove it 
from unlisted trading privileges. 


With respect to clearance and settlement of non-option 
security trades, it is proposed that each clearing 
member will designate the clearing agency to which its 
transactions (and those for which it has clearing 
responsibilities) are to be submitted for clearing. It is 
anticipated that the CBOE will develop arrangements 
for clearing with the designated agencies. In 
conformance with the practice on other exchanges, 
settlement would be permitted in the following 
manner—‘‘cash,’’ ‘‘regular way,’’ ‘‘seller’s option’’ 
and on a ‘‘when issued”’ basis. 


The proposed rule change provides for the use of 
market, limit and contingency orders, as is presently 
the case with options trading on the CBOE. The 
proposal also provides for the use of ‘‘hedge’’ orders, 
defined as orders to take offsetting positions on a share 
for share basis in a particular option contract and its 
related underlying security. 


The rule change proposes to permit the market-maker 
in a particular class or classes of options to act as 
market-maker in the related underlying securities well. 
Similarly, Board Brokers who had been appointed to 
particular options would be appointed to act as such 
with respect to the related underlying securities. As a 
result, trading in both an option contract and its 
underlying security will take place at the same trading 
post. 


Consistent with the CBOE’s separation of broker and 
dealer functions on the trading floor, the proposal 
would extend the prohibition on a market-maker’s 
acting as a market-maker and a Floor Broker on the 
same business day to executions involving (i) an option 


contract and its related underlying security and (ii) the 
same non-option security. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 27, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute pro- 
ceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federa/ Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-CBOE-77-14. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13673/June 24, 1977 


In the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE, INC. 
LaSalle at Jackson 
Chicago, Illinois 60604 


(SR-CBOE-77-6) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 28, 1977, the Chicago Board Options 
Exchange, Inc. (‘‘CBOE’’) filed with the Commission, 
pursuant to Section 19(b) of the Securities Exchange 
Act of 1934 (the ‘‘Act’’), as amended by the Securities 
Acts Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change. The proposed rule 
change would among other things, provide for the 
award of Board Broker appointments on the basis of 
competitive bidding, compensation of Board Brokers by 
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the CBOE, and imposition of exchange fees upon 
members who utilize the services of Board Brokers: 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13434, (April 6, 
1977)) and by publication in the Federal Register (42 
Fed. Reg. 20870, (April 22, 1977)). Comments were 
received on May 17, 1977 from the Board Brokers 
Association of the CBOE in objection to the proposed 
rule change. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the require- 
ments of Section 6 and the rules and regulations 
thereunder.” 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on March 28, 1977, be, and 
it hereby is, approved. 





1The Commission notes that the proposed rule change does 
not attempt to delineate the particular terms which will 
govern the proposed bidding system and award of Board 
Broker appointments nor does it set forth the precise 
amount or level of fees or assessments which the ex- 
change will levy upon its members for use of services 
provided by Board Brokers. Hence, actual implemen- 
tation by the CBOE of the enabling authority proposed 
in the instant rule filing will be contingent upon the submis- 
sion of subsequent proposed rule changes which address 
these areas. 


21n its comments on the proposed rule change, the Board 
Brokers Association (an organization consisting of 28 of the 
CBOE’s 32 Board Broker members) contended, among 
other things, that the CBOE had acted to deprive Board 
Brokers of certain ‘vested rights.”’ It is clear, however, 
that any “‘right’’ a Board Broker may have in continuing to 
act as such on the CBOE floor is acquired under, and 
remains subject to, the governing rules of the exchange, so 
long as these rules are consistent with the substantive 
requirements of the Act and rules and regulations there- 
under and are adopted pursuant to applicable procedural 
requirements. We find that the instant rule change satisfies 
these procedural and substantive prerequisites. We note 
further that specific terms to implement the enabling 
authority approved here have yet to be proposed by the 
CBOE. (See note 1 supra.) At such time, of course, the 
Board Brokers Association may again urge any objections 
which they deem pertinent to such subsequent rule filings. 
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By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13674/ June 24, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-77-17 


The New York Stock Exchange, Inc. (‘‘NYSE’’) sub- 
mitted on June 20, 1977 a proposed rule change under 
Rule 19b-4 which provides the NYSE plan for the 
trading of standardized call options on the Exchange 
floor. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 27, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute pro- 
ceedings to determine whether the proposed rule 
should be disapproved, interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within 30 days from the date of 
publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549. Reference should be 
made to File No. SR-NYSE-77-17. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13675/June 24, 1977 


Admin. Proc. File No. 3-50389 





In the Matter of 


DALE YOAKUM 

800 Washington Street 

320 East 11th Street, No. 602 
Denver, Colorado 80003 


NOTICE OF PERMANENT DISQUALIFICATION 
FROM APPEARANCE OR PRACTICE BEFORE THE 
COMMISSION 


On June 1, 1976, the Commission entered an Order 
pursuant to Rule 2(e)(3)(i) of its Rules of Practice, tem- 
porarily suspending Dale Yoakum, an attorney, from 
appearing or practicing before it. That order was based 
on the fact that, on January 5, 1976, the United States 
District Court for the District of Minnesota entered an 
Order permanently enjoining Yoakum from violating 
Sections 5 and 17 of the Securities Act, and Section 
10(b) of the Securities Exchange Act and Rule 10b-5 
thereunder.’ 


The complaint in the injunctive action had alleged that 
Yoakum, as counsel for American Mining and 
Smelting, Inc., violated the above provisions of the 
federal securities laws in connection with fraud re- 
sulting from his failure to render responsible legal 
Opinions and to review and evaluate documents upon 
which such opinions were based. 


Rule 2(e)(3)(ii) of the Rules of Practice provides that 
any person temporarily suspended in accordance with 
subparagraph (i) may, within 30 days after service upon 
him of the order of temporary suspension, petition the 
Commission to lift such suspension, but that if no 
petition has been received by the Commission within 30 
days after such service, the suspension shall become 
permanent. Yoakum was duly notified of this provision. 
the 30-day period has expired and no petition to lift the 
suspension has been received by the Commission. 


Accordingly, notice is hereby given that the temporary 
suspension of Dale Yoakum has become permanent, 
and that Yoakum is therefore disqualified from 
appearing or practicing before the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 Securities and Exchange Commission v. American Mining 
and Smelting, Inc., Richard J. Bradshaw, Dale Yoakum, and 
James Allan, Civ. No. 4-72251. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13676/June 24, 1977 


ACCOUNTING SERIES 
Release No. 221/June 24, 1977 


Admin. Proc. File No. 3-4752 
In the Matter of 


GRANT C. AADNESEN, ESQ. 
340 East 4th South Street 
Salt Lake City, Utah 84103 


NOTICE OF PERMANENT DISQUALIFICATION 
FROM APPEARANCE OR PRACTICE BEFORE THE 
COMMISSION 


On October 15, 1975, the Commission entered an 
order, pursuant to Rule 2(e)(3)(i) of its Rules of 
Practice, temporarily suspending Grant C. Aadnesen, 
an attorney, from appearing or practicing before the 
Commission. The order was based on the fact that on 
July 18, 1975, Aadnesen was permanently enjoined by 
the United States District Court for the District of 
Montana, in a suit brought by the Commission' from 
violating Sections 5(a), 5(c) and 17(a) of the Securities 
Act of 1933 and Section 10(b) of the Securities 
Exchange Act of 1934 and Rule 10b-5 thereunder. 
Aadnesen consented to the injunction without 
admitting or denying the substantive allegations in the 
Commission’s complaint. 


Rule 2(e)(3)(ii) of the Commission’s Rules of Practice 
provides that any person temporarily suspended in 
accordance with subparagraph (i) of that Rule may, 
within 30 days after service upon him of the order of 
temporary suspension, petition the Commission to lift 
such suspension, but that if no petition has been 
received by the Commission within 30 days after such 
service, the suspension shall become permanent. 
Aadnesen was duly notified of this provision. The 
30-day period has expired and no petition to lift the 
suspension has been received by the Commission. 


Accordingly, notice is hereby given that the temporary 
suspension of Grant C. Aadnesen has become perma- 
nent and that he is, therefore, disqualified from 
appearing or practicing before the commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 Securities and Exchange Commission v. Jeroboam Wines, 
Ltd., Civ. Action No. C-74-2. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13677/June 24, 1977 


ACCOUNTING SERIES 
Release No. 222/ June 24, 1977 


Admin. Proc. File No. 3-4765 
In the Matter of 


ERNEST C. NEUMAN 
Route 2, Box 2016 
Mount Pleasant, Texas 75455 


NOTICE OF PERMANENT DISQUALIFICATION 
FROM APPEARANCE OF PRACTICE BEFORE THE 
COMMISSION 


On September 23, 1975, the Commission entered an 
order, pursuant to Rule 2(e)(3)(i) of its Rules of Prac- 
tice, temporarily suspending Ernest C. Neuman 
(‘‘Neuman’’), a certified public accountant, from 
appearing or practicing before the Commission. The 
order was based on the fact that on July 2, 1975, 
Neuman was permanently enjoined by the United 
States District Court for the Western District of 
Oklahoma, in a suit brought by the Commission' from 
violating Section 5(a), 15(c) and 17(a) of the Securities 
Act of 1933 and Section 10(b) of the Securities Ex- 
change Act of 1934 and Rule 10b-5 thereunder. The 
Commission alleged that Standard Life Corporation and 
its subsidiaries made false and misleading statements 
in various filings with the Commission and failed to file 
various reports as required by the federal securities 
laws. It also alleged that Neuman, as the financial 
vice-president and treasurer of two defendant cor- 
porations, played a significant role in these violations. 
Neuman consented to the injunction without admitting 
or denying the substantive allegations in the Com- 
mission’s complaint. 


Rule 2(e)(3)(ii) of the Commission’s Rules of Practice 
provides that any person temporarily suspended in 
accordance with subparagraph (i) of that Rule may, 
within 30 days after service upon him of the order of 
temporary suspension, petition the Commission to lift 
such suspension, but that if no petition has been 
received by the Commission within 30 days after such 
service, the suspension shall become permanent. 
Neuman was duly notified of this provision. The 30-day 
period has expired and no petition to lift the suspension 
has been received by the.Commission. 





Securities and Exchange Commission v. Standard Life 
Corporation, et al., Civ. Action No. CN 75-0052-E (W. 
D. Okla.). 
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Accordingly, notice is hereby given that the temporary 
suspension of Ernest C. Neuman has become 
permanent and that Neuman is, therefore, disqualified 
from appearing or practicing before the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13678/ June 24, 1977 


Admin. Proc. File No. 3-4766 
In the Matter of 


C. WAYNE LITCHFIELD 
1911 West 42nd Street 
Oklahoma City, Oklahoma 


NOTICE OF PERMANENT DISQUALIFICATION 
FROM APPEARANCE OR PRACTICE BEFORE THE 
COMMISSION 


On September 23, 1975, the Commission entered an 
Order pursuant to Rule 2(e)(3)(i) of its Rules of 
Practice, temporarily suspending C. Wayne Litchfield, 
an attorney and a certified public accountant, from 
appearing or practicing before the Commission. The 
order was based on the fact that on July 2, 1975, 
Litchfield was permanently enjoined by the United 
States District Court for the Western District of 
Oklahoma in a suit brought by the Commission' from 
violating Sections 5(a), 5(c) and 17(a) of the Securities 
Act of 1933 and Section 10(b) of the Securities Ex- 
change Act of 1934 and Rule 10b-5 thereunder. The 
Commission alleged that Standard Life Corporation and 
its subsidiaries made false and misleading filings with 
the Commission and failed to file various reports as 
required by the federal securities laws. It was alleged 
that Litchfield, as president and chairman of the board 
of one of the subsidiaries, participated in these viola- 
tions. Litchfield consented to the injunction without 
admitting or denying the substantive allegations in the 
Commission’s complaint. 


Rule 2(e)(3)(ii) of the Commission’s Rules of Practice 
provides that any person temporarily suspended in 
accordance with subparagraph (i) of that Rule may, 





‘Securities and Exchange Commission v. Standard Life 
Corporation, Civ. Action No. CN-75-0052-E (W.D.Okla). 





within 30 days after service upon him of the order of 
temporary suspension, petition the Commission to lift 
such suspension, but that if no petition has been 
received by the Commission within 30 days after such 
service the suspension shall become permanent. 
Litchfield was duly notified of this provision. The 
30-day period has expired and no petition to lift the 
suspension has been received by the Commission. 


Accordingly, notice is hereby given that the temporary 
suspension of C. Wayne Litchfield has become 
permanent and that he is, therefore, disqualified from 
appearing or practicing before the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13679/ June 27, 1977 


[File No. S7-709 Comment Period Expires 8-10-77] 


MINIMUM QUALIFICATION REQUIREMENTS FOR 
REGISTERED BROKERS AND DEALERS AND 
ASSOCIATED PERSONS 


AGENCY: Securities and Exchange Commission. 


ACTION: Proposed Rulemaking. 

SUMMARY: The Commission proposes to adopt a 
new rule which would establish minimum qualification 
requirements for all registered brokers and dealers and 
their associated persons. In accordance with the 
Securities Acts Amendments of 1975, the proposed rule 
would extend the coverage of the Commission’s present 
qualification rule, currently applicable only to 
registered brokers and dealers not members of a 
registered securities association, to all registered 
brokers and dealers (unless exempted). 


DATES: Comments must be received on or before 
August 10, 1977. 


ADDRESSES: All communications on this matter 
should be directed in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Comments should refer to File No. S7-709 
and will be available for public inspection. 


FOR FURTHER INFORMATION CONTACT: 


Thomas J. Amy, Esq. 

Division of Market Regulation 
Securities and Exchange Commission 
Washington, D.C. 20549 
(202)755-1374 


SUPPLEMENTARY INFORMATION: The Commis- 
sion today announced a proposal to adopt proposed 
Rule 15b7-1 (‘‘proposed Rule 15b7-1’’ or the ‘‘proposed 
Rule’’) which would establish minimum qualification 
requirements for all registered brokers and dealers and 
persons associated with them. The Commission wishes 
to emphasize that, in drafting the proposed Rule in 
accordance with the Congressional mandate, it has 
endeavored to upgrade generally the existing 
qualification standards for the securities industry with- 
out imposing undue burdens on free entry into the 
business. The Commission also announced a proposal 
to adopt certain amendments to Rule 15b10-4 (17 CFR 
240.15b10-4) relating to supervision of persons asso- 
ciated with nonmember brokers or dealers. Proposed 
Rule 15b7-1 and the proposed amendments to Rule 
15b10-4 would be adopted under Sections 6, 15, 15A, 
and 23 of the Securities Exchange Act of 1934 (‘‘the 
Act’’).' 


Background—Effect of the 1975 Amendments 


As a result of the Securities Acts Amendments of 1975 
(the ‘1975 Amendments,’’) 7Section 15(b)(7) of the Act 
(15 U.S.C. 780(b)(7) (1975))3 now provides that every 
registered broker or dealer and persons associated 
must meet minimum standards of training, experience, 
competence, and such other qualifications as the Com- 
mission finds necessary or appropriate in the public 
interest or for the protection of investors. Prior to the 
amendments, former Section 15(b)(8)* of the Act had 
authorized the Commission to adopt rules prescribing 
qualifications for registered broker-dealers not 
members of a registered securities association 
(‘‘nonmember brokers and dealers’’ or ‘‘SECO brokers 





145 U.S.C. 78a, et seq., Pub. L. NO. 94-29 (June 4, 1975). 
Pub. L. No. 94-29 (June 4, 1975). 


>Former Section 15(b)(8) has been amended and re- 
numbered as Section 15(b)(7) by the 1975 Amendments. 
Therefore, the designation of present Rule 15b81, which is 
now proposed to be revamped, should be changed to Rule 
15b7-1. 


*Enacted by the Securities Acts Amendments of 1964, 
Pub. L. No. 88-467 (August 20,1964). (15 U.S.C. 780 
(b)(8), as amended, 15 U.S.C. 780(b)(7) (1975).) 
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and dealers’’)5 and persons associated with such 
brokers and dealers. Thus, present Rule 15b8-1° estab- 
lishes qualification standards only for nonmember 
broker-dealers, requiring (among other things) each 
associated person engaged directly or indirectly in 
securities activities to take and pass a general securities 
examination.’ 


Adoption of proposed Rule 15b7-18 would set minimum 
qualification standards applicable to all registered 
brokers and dealers, not just to those in SECO, al- 
though it will consider exempt from coverage any 
broker-dealer in compliance with a comparable 
approved qualification rule of any registered securities 
association, which may set somewhat higher 
standards It should be noted in this connection that 
the NASD has submitted for Commission approval, 
pursuant to Rule 19b-4 under the Act (17 CFR 
240.19b-4), certain proposed amendments to Schedule 
C of its By-laws which sets forth qualification require- 





>The National Association of Securities Dealers, Inc. 


(“NASD”), is the only association so registered. 


® Rule 15b8-1 was adopted on September 7, 1965 (Securi- 
ties Exchange Act Release No. 7697) (30 FR 11675 (Sep- 
tember 9, 1965)). 


7It has been Commission policy since the adoption of 
Rule 15b8-1 to require non-supervisory personnel to 
attain a grade of C or better (generally at least 70 per- 
cent) and principals, officers and others supervisory 
persons a grade of B or better (generally at least 80 per- 
cent). 


SPresent Rule 15b7-1 under the Act deals with Com- 
missions proceedings under Section 15(b)(6) (formerly 
15(b)(7)) and former Sections 15A(1)(2) and 19(a) (3) of 
the Act. Because the proposed Rule would be a adopted 
under new Section 15 (b)(7), it would seem appropriate to 
redesignate present Rule 15b7-1 as Rule Rule 15b7-2 or in 
some other rule series, as appropriate. 


°The House Committee Report on the 1975 Amend- 
ments, Report of the House Committee on Interstate 
and foreign Commerce (House Report No. 94-123) (the 
“House Report’’) states at page 76: ‘The industry regula- 
tory organizations are also allowed to impose qualification 
standards higher than those required by the Commission. 
The Commission examination, however, will be a minimum 
which all persons engaged in the industry must meet.” 
(Emphasis added.) The Commission proposes to exempt 
those broker-dealers that are in compliance with the quali- 
fication rules of the NASD or with those of registered 
national securities exchange provided such rules are deemed 
by the Commission to be at !east comparable to the stan- 
dards set forth in Rule 15b7-1. 
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ments for members and persons associated (the 
‘*proposed NASD rule’’ or the NASD’s ‘‘proposed 
Schedule C’’).!° Moreover, an exemption would also be 
accorded a non-NASD broker-dealer which is in com- 
pliance with comparable, approved qualification rules 
of a national securities exchange, subject to certain 
conditions.1°° 


The Examination Requirement 


Prior to the mid-1960’s the qualification and registra- 
tion requirements for brokers and dealers and their 
associated persons under the Federal securities laws 
were not stringent. The Act and the Maloney Act 
Amendments of 1938'°(under which the NASD is 
registered as a national securities association with the 
Commission) largely permitted free access and ready 
entry into the securities business by anyone who had 
not violated securities laws. Although it was the 
responsibility of the Commission under the Act to ad- 
minister and enforce broker-dealer registration re- 
quirements and to screen registrants'' with regard to 
possible violations of the securities laws or similar mis- 
conduct, the qualification examination programs were 
generally those of the self-regulatory organizations. 


In 1956, the NASD established an examination require- 
ment for persons desiring to join its member firms.'? 
However, this examination consisted of questions 
which, along with the answers, were distributed to the 
applicants prior to taking the examination. As the 
industry expanded it became apparent that more selec- 
tive standards were needed to be established to ensure 
that all registered broker-dealers met minimum com- 
petence requirements. In 1962, the NASD introduced a 
completely new qualification examination which, unlike 
the test it replaced, did not rely so heavily on 
memorization. Instead of receiving a catalog of 
questions and answers each applicant received a 





19The NASD submission was published in the Federal 
Register on December 10, 1975 (Cf. 40 FR 57533). The 
comment period ended on January 9, 1976. 


108See note 9, supra. See also text at note 38, infra. 


'0b59 Stat. 1070 (1938), as amended, 15 U.S.C. 780 
et seq. (1975). 


‘1 Only officers, directors, and ten percent shareholders 
were closely screened for securities violations. 


'2Since 1936 the NYSE has required prospective regis- 
tered representatives of its members to pass an exami- 
nation and in 1963 instituted an examination for pro- 
spective members and allied members. 





‘Study Outline’’ listing the topics on which 
objective-type examination questions would be based 
and containing a bibliography of pertinent books and 
pamphlets. 


In 1965, the NASD first adopted a separate qualification 
examination for principals consisting predominantly of 
essay-type questions, but this was subsequently 
changed to an objective-type exam format similar to the 
examination for registered representatives. However, 
the content of the principal exams had been oriented 
more toward managerial responsibilities. In Septem- 
ber, 1972, the NASD added to its membership 
Standards a requirement that each firm have a 
Financial Principal, who is required to pass a separate 
examination. 


While the objective examination format is still being 
used by the NASD, the examination itself has been 
amended from time to time and has become 
increasingly more difficult. In the fall of 1974, the 
NASD, in cooperation with the New York Stock Ex- 
change, Inc. (‘‘NYSE’’), instituted (with the Com- 
mission’s concurrence) a new, more comprehensive, 
six-hour examination—the Qualification Examination 
for General Securities Representatives (‘‘Series 7’’). 
This qualification examination is currently being 
utilized by the American and Pacific Stock Exchanges 
as well as by the NASD and the NYSE. For the NASD 
community, the Series 7 examination replaced the 
NASD’s earlier Examination for Qualification as a 
Registered Representative (‘‘Series 1’’), a less compre- 
hensive, 2-hour examination. The combined NASD- 
NYSE effort which resulted in the development of the 
Series 7 examination represents an attempt to imple- 
ment a uniform qualification examination for general 
securities salesmen associated with members of both 
the NASD and (one or more) exchanges. 


In the Commission’s 1963 ‘‘Special Study of Securities 
Markets’’'? (‘‘Special Study’’) there were several 
recommendations concerning the up-grading of qualifi- 
cation standards including the examination require- 
ments for associated persons of non-NASD broker- 
dealers.'* As a result of the Special Study, the Commis- 
sion proposed federal legislation and Congress subse- 
quently passed the Securities Acts Amendments of 


1964 14° which provided, among other things, that the 
Commission could impose qualification standards on 
non-member broker-dealers and their associated 
persons.'> Subsequently, the Commission adopted Rule 








13SEC, “Report of Special Study of Securities Markets,” 
H.R. Doc. No. 95, 88th Congress, 1st Session (1963). 


'4The general philosophy expressed in the Special Study is: 


“The regulatory problems engendered by the rapid influx 
of newcomers [to the securities industry] present a chal- 
lenge which cannot be met by merely adding to the police 
force, an approach which is neither desirable nor feasible. It 


is the belief of the study that the gateway to the industry is 
the point where the government and industry should look 
first for the solution of some of these problems, and that 
adequate controls over entry into the industry are an 
alternative to be preferred over an abundance of regulations 
and too many policemen.” Part I, at page 47. 


The Special Study briefly explained the measures which 
should be taken at the “gateway” to the industry: 


“The way should be left open for newcomers to enter 
the securities business, as with any other business, but 
the public interest demands that newcomers meet minimum 
standards of competency and show an awareness of their 
responsibilities before being allowed to approach the public 
brokers, dealers, or underwriters.” Part |, at page 54. 


144Bub. L. No. 88-467 (August 20, 1964). 
'SSection 15(b)(8), as added to the Act in 1964, stated: 


“No broker or dealer registered under Section 15 of this 
title shall, during any period when it is not a member of a 
securities association registered with the Commission under 
Section 15A of this title, effect any transaction in, or 
induce the purchase or sale of, any security (otherwise than 
on a national securities exchange) unless such broker or 
dealer and all natural persons associated with such broker 
or dealer meet such specified and appropriate standards 
with respect to training, experience, and such other quali- 
fications as the Commission finds necessary or desirable. 
The Commission shall establish such standards by rules and 
regulations, which may— 


(A) appropriately classify brokers and dealers and persons 
associated with brokers and dealers (taking into account 
relevant matters, including types of business done and 
nature of securities sold). 


(B) specify that all or any portion of such standards shall be 
applicable to any such class. 


(C) require persons in any such class to pass examina- 
tions prescribed in accordance with such rules and regula- 
tions. 


(D) provide that persons in any such class other than 
a broker or dealer and partners, officers, and supervisory 
employees (which latter term may be defined by the 
Commission’s rules and regulations and as so defined shall 
include branch managers of brokers or dealers) of brokers 
or dealers, may be qualified solely on the basis of com- 
pliance with such specified standards of training and such 
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15b8-1 which provided that every associated person 
engaged directly or indirectly in securities activities on 
behalf of nonmember brokers and dealers must pass 
the Commission’s general securities examination or a 
satisfactory alternative.'® 


In 1971 a Subcommittee of the House of Representa- 
tives after studying SEC records concerning the failure 
of broker-dealer firms, issued a report (the ‘‘House 
Review’’).'’ The House Review found that some of the 
major causes of broker-dealer failure were inexperi- 
ence, the lack of knowledge of rules and regulations,'® 
and the lack of crucial skills, such as bookkeeping.'® 
The House Review recommended, among other things, 
more stringent and comprehensive examinations to 





other qualifications as the Commission finds appropriate. 


“The Commission may prescribe by rules and regulations 
reasonable fees and charges to defray its costs in carrying 
out this paragraph, including, but not limited to, fees 
for any examination administered by it or under its direc- 
tion. The Commission may cooperate with securities associ- 
ations registered under Section 15A of this title and with 
national securities exchanges in administering examinations 
and may require brokers and dealers subject to this para- 
graph and persons associated with such brokers and dealers 
to pass examinations administered by or on behalf of any 
such association or exchange and to pay such association 
or exchange reasonable fees or charges to defray the costs 
incurred by such association or exchange in administering 
such examinations.” 


1©The Commission regarded most state examinations, the 
NASD examination, and those of the New York, American, 
and Pacific Stock Exchanges as satisfactory alternatives. 
See discussion that follows in this section of the release, 
infra. 


17“Review of the SEC Records of the Demise of Selected 
Broker-Dealers,’”’ Staff Study for the Special Subcommittee 
on Investigations, 92nd Congress, 1st Session (July, 1971) 
[Subcommittee Print] 


18in this connection, the House Review stated: “In some 
cases these violations (of net capital rules, improper hypo- 
thecation of funds, improper extension of credit to cus- 
tomers, and other violations) can be associated with in- 
experience and with lack of knowledge of rules and 
regulations, and in other cases it was evident they were 
willful."” Page 6. 


1°The House Review noted, for example, that “book- 
keeping and its comprehension by broker-dealer prin- 
cipals is a most critical part of a broker-dealer firm, yet, 
it is one area that is scarcely covered on broker-dealer 
principals’ examinations.”’ Page 26. 


1020/SEC DOCKET 


better control entry to the securities industry and to 
exclude brokers and dealers who are unqualified. 7° 





2°The following are some of the conclusions reached in 
the House Review: 


“Our review disclosed a need for the Commission to make 
the eligibility requirements for entry into the securities in- 
dusriy more restrictive.’’ Page 5. 


“We believe the Commission should adopt rules and regula- 
tions and/or, if necessary, recommend legislative amend- 
ments that would authorize or permit it to require more 
strict eligibility requirements for becoming a_ broker- 
dealer.’ Page 6. 


“The examinations for the Commission and the NASD 
given to principals and registered representatives are re- 
latively simple to pass and require no particular educational 
background or experience. We believe the examinations 
have serious shortcomings in that they do not test ade- 
quately the abilities or knowledge of applicants for prin- 
cipals on proper methods for supervision of employees, 
proper methods of internal control, recordkeeping, or 
generally how to run a brokerage firm. The examinations 
for registered representatives do not test applicants’ ability 
or knowledge as how well they can manage other people’ 
money and give advice on what securities to buy and sell. 
The investing public in many instances places reliance on 
principals and registered representatives in the belief they 
are professional experts. Based on the examinations they 
take, such reliance may well be misplaced.” Page 7. 


“‘We believe the shortcomings of these examinations were 
directly related to the failures of a number of brokerage 
firms. The examinations should be improved so as to re- 
quire a comprehensive knowledge of the securities industry 
and the related rules and regulations and thereby raise the 
standards to a quasi-professional level.’’ Page 7. 


“We believe the examination, properly designed, can be an 
effective means to prevent unqualified or irresponsible in- 
dividuals from entering the securities industry.”’ Page 23. 


“It appears that [some instances of illegal distribution and 
sale of unregistered stocks] could have been prevented had 
these individuals been adequately tested as to the rules and 
regulations governing all the buying and selling functions.” 
Page 23. 


“There are a number of areas essential to a comprehen- 
sive knowledge of the securities industry that are only par- 
tially included in these examinations and some that are 
completely omitted. For example, the examination for 
principals does not include questions to test the applicant’s 
knowledge of proper methods of supervision of employees, 
proper methods of internal control over cash and securities, 





In addition to the suggestions found in the House 
Review, there was a belief in Congress that the quality 
of regulation of a securities firm be unaffected by the 
status of the broker-dealer, i.e., whether he is a 
member of the NASD or a SECO broker-dealer. The 
scope of the Commission’s authority as to qualifications 
of brokers and dealers was therefore expanded in the 
1975 Amendments, both as to range of coverage and as 
to types of requirements which could be imposed. 
Where Commission authority had been limited to SECO 
brokers and dealers it now was expanded to all brokers 
and dealers registered with the Commission; and, in 
particular, the Commission was authorized to devise 
uniform examinations for persons engaged in the 
industry. It was Congress’ desire that the 
Commission’s examination would be the minimum 
which all persons in the industry must meet, although 
the industry self-regulatory organizations could impose 
higher qualification standards as well.?' 


The qualification examination currently given to 
nonmember brokers and dealers (i.e., SECO partici- 
pants) is a two-hour, 100 question, multiple choice 
examination identical to the NASD Series 1 
examination, with the deletion of 25 questions 
concerning NASD rules and regulations. Any NASD 
examination (including either the Series 7 examination 
for registered representatives or the NASD Qualifi- 
cation Examination for Principals) is deemed as a 
‘satisfactory alternative’’ to the Commission’s 
examination, as are the NYSE Allied Member 
examination and numerous state examinations.2? In 





or generally how to run a firm. Also, the examination does 
not have any questions to test the applicant’s knowledge as 
to whether he knows how to prevent improper acts by 
salesmen.” Page 26. 


21 See excerpt of House Report in note 9, supra. In addi- 
tion, the House Report states: ““The Committee expects 
that the Commission will work with the various securi- 
ties industry regulatory organizations in devising the uni- 
form examination, and [new Section 15(b)] authorizes the 
Commission to allow such organizations to administer the 
examination.’’ (House Report, at page 76). 


22On June 6, 1975, the Commission conducted a survey of 
state qualification and examination requirements for the 
purposes of enabling it to publish a revised list of examin- 
ations deemed to be satisfactory alternatives to the Com- 
mission’s general Securities Examination. The last published 
release was announced on July 21, 1970 (Release No. 
8935). The survey was responded to by 47 States, 4 of 
which did not require any form of examination for obtain- 
ing a securities license. Of the 43 States requiring some 
form of examination, 29 administered the States Securi- 
ties Sales Examination (‘‘SSSE”’) distributed to the states 
by the NYSE. The SSSE Form #9 examination presently 


addition, examinations of the American and Pacific 
Stock Exchanges are recognized as acceptable alter- 
native examinations. 


The NASD is currently in the process of developing new 
examinations for each of the categories of principals 
and representatives in the proposed rule. Several of 
these are nearly complete, as are several study guides. 
The rest of the examinations are expected to be com- 
pleted in the near future and should be in effect at the 
time Rule 15b7-1 is adopted. Those tests will serve as 
the required examinations under Rule 15b7-1. In the 
interim, the Commission will continue to require 
completion of the old NASD or SECO examinations 2 
or recognized ‘‘satisfactory alternatives’’ for SECO 
personnel under present Rule 15b8-1. 


It is anticipated that under Rule 15b7-1 the Commission 
will continue to delegate the responsibility for 
developing and administering all required examina- 
tions to the NASD, subject, of course, to the Commis- 
sion’s review and oversight powers.*4 


General Characteristics of the Proposed Commission 
Rule 


A. Principals 


Under the proposed Rule, no registered broker or 
dealer 25 would be permitted to engage directly or in- 
directly in securities transactions unless the broker or 
dealer and its associated persons satisfy the require- 
ments for principals and representatives. 





being administered by all states was put into use in 1965. 
There has been no new SSSE examination developed since 
that date and, according to the exchange, they have no in- 
tention of marketing future examinations. The NASD ex- 
amination is accepted by 41 states as an acceptable alter- 
native examination, while the SECO examination is ac- 
cepted by 34 states. Due to the SSSE’s continuous use 
without revision for the past ten years, and for obvious 
security reasons, the Commission can no longer consider 
that examination as an acceptable alternative to the Com- 
mission examination. 


23The NASD does not deem these examinations accept- 
able for registration of a principal or general securities sales- 
man. 

*4 See 

able for registration of a principal or general securities sales- 
man. 


24 See exerpt of House Report in note 21, supra. 


25Proposed Rule 15b7-1 would exclude from its scope 
qualifications requirements for municipal securities pro- 
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Each registered broker or dealer would be required to 
have, depending on the number of associated persons 
employed, one or two General Securities Principals 2° 
As with the proposed NASD rule?’ these principals 
would have ultimate supervisory responsibility for the 
firm’s securities activities. A General Securities Prin- 
cipal would qualify by passing two examinations, the 
one for General Securities Principals and the one for 
General Securities Representatives. (The former would 
be a 3-hour (125 question) examination and the latter, a 
6-hour (250 question) examination). A broker or dealer 
who limits his transactions to specialized segments of 
the securities industry would have the option of satis- 
fying the General Securities Principal requirement by 
designating the appropriate number of Limited 
Principals, either for Investment Company and 
Variable Contracts Products or for Direct Participation 
Programs, which would include real estate securities. 
Limited Principals would be required to pass examina- 
tions in their particular field, both as a principal and as 
a representative.2® (Each of the Limited Principal 





fessionals. (See paragraph (a) of the proposed Rule). The 
Commission has determined that, while both the MSRB and 
the Commission have rulemaking authority with respect to 
establishing qualification standards for municipal securities 
professionals, the MSRB should, in the first instance, decide 
which associated persons of municipal securities brokers or 
dealers should be required to take examinations and what 
the content of those examinations should be. See Securities 
Exchange Act Rel. No. 12468 (May 20, 1976), 9 SEC 
Docket at 681. 


261 the firm has ten or fewer associated persons, including 
clerical or ministerial personnel, the minimum requirement 
would be one General Securities Principal; if the firm has 
more than ten such associated persons, the minimum would 
be two such principals. See paragraphs (a)(1) and (a)(3) of 
the proposed Rule, infra. 


?7The NASD’s proposed Schedule C would establish quali- 
fication standards for NASD members similar to the provi- 
sions of proposed Rule 15b7-1. As the two rules will be 
generally comparable, Rule 15b7-1 would provide an ex- 
emption for any member in compliance with the NASD 
rule. 


28 See paragraph (a)(3) of the proposed Rule, infra. Suc- 
cessful completion of either of the examinations that would 
be prescribed for Direct Participation Programs Representa- 
tive or real Estate Securities Representative (see discussion 
in subsection B., entitled ‘Categories of Representatives,”’ 
infra) would satisfy the representative examination por- 
tion of the Limited Principal for Direct Participation Pro- 
grams qualification requirement. Proposed Schedule C 
would have a similar provision. It is believed that since both 
these specialized representative examinations cover largely 
the same subject, i.e., tax shelter programs, successful com- 
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examinations would be 1 (or 1%) hour (50 question) 
examinations). 


Every registered broker or dealer, except those who are 


covered by certain of the provisions of the Commis- 
sion’s Uniform Net Capital Rule, Rule 15c3-1 under the 
Act (17 CFR 240.15c3-1),29 would be required to have 
at least one Financial and Operations Principal who is 
responsible for the preparation of all financial state- 
ments and net capital computations.°° The qualifica- 
tion requirement for Financial and Operations Prin- 
cipals would be successful completion of a Financial 
and Operations Principal examination.*' (This examina- 
tion would be a 3-hour (250 question) examination). 


B. Categories of Representatives 


No broker or dealer would be permitted to effect any 
securities transactions unless his associated persons** 
are qualified and designated as principals or repre- 
sentatives. There are five types of representatives, 
depending on the function of the associated person. 
The broadest category would be that of the General 
Securities Representative who would be qualified to 
solicit or exercise discretion in the sale or purchase of 
any type of security; the other four categories would 
apply to persons who are limited in their respective 
functions. 


The scope of activities which would require qualifi- 
cation as a representative is broad. Of course, every 
person directly or indirectly involved in sales and pur- 
chases of securities or their solicitation would be 
subject to the qualification requirements as a repre- 
sentative; and, in addition, qualification as a repre- 





pletion of the Real Estate Securities Representative exam- 
ination should suffice as an alternative representative exam- 
ination for this category of Limited Principal. 


2°The Rule 15c3-1 provisions which would exempt a 
broker-dealer from the Financial and Operations Principal 
requirement are paragraphs (a)(2) or (3) thereof, which set 
net capital levels of $5,000 or $2,500, respectively, and 
paragraph (b)(20 thereof, which is the net capital exemp- 
tive provision. 


3° See paragraph (a)(2) of the proposed Rule, infra. 


31 Ibid. 


32 See paragraph (d) of the proposed Rule, infra. An as- 
sociated person is defined in the rule to include any person 
working for or with a broker or dealer, except those em- 
ployees whose functions are solely clerical or ministerial, 
who performs any of an enumerated list of function. (See 
definition of ‘‘associated person” in paragraph (n)(2) of the 
proposed Rule, infra). 





sentative would be required for any person engaged in 
other types of related activities, such as trading, under- 
writing or private placements, and hiring, recruiting or 
training of salesmen. 


It should be pointed out that neither the proposed 
Rule 15b7-1 nor the NASD’s proposed Schedule C 
would subject firm personnel engaged exclusively in 
research activities on behalf of the firm to a quailifi- 
cation requirement.*? A major reason for the Com- 
mission’s not proposing such standards at this time is 
that, in its view, the required examinations currently in 
use or under development are not now appropriate for 
this area. The Commission will consult with the NASD 
and interested industry and professional organizations 
in the development of such qualification examinations. 
The Commission believes that the imposition of qualifi- 
cation requirements for research personnel is appro- 
priate inasmuch as they can have a substantial in- 
fluence on investors and the securities market, even 
though they may have no direct contact with public 
customers3* The Commission is particularly interested 
in receiving comments and suggestions’ from interested 
persons as to what form the examination or examina- 
tions should take2° 


An associated person who limits his securities activities 
to a specialized field may qualify as a General Securi- 





33 However, under proposed Rule 15b7-1, an individual 
who supervises such activities would be required to qualify 
as a firm principal. (See definition of ‘‘principal’’ in sub- 
paragraph (n)(1) of the proposed Rule.) Similarly, an indivi- 
dual who supervises the advertising or public relations acti- 
vities of a firm, including supervision of firm employees en- 
gaged in such activities, would be required to qualify as a 
principal. However, non-supervisory advertising and public 
relations employees would not be subject to a qualification 
requirement under the proposed Rule. However, the Com- 
mission is interested in receiving comments on the desir- 
ability of including such a requirement in the proposed 
Rule. (See section entitled ‘‘Requests for Comments” 
infra). 


34Present Rule 15b8-1 requires research employees associa- 
ted with SECO brokers and dealers to qualify as representa- 
tives; and the MSRB’s Rule G-3 requires such persons to 
qualify as Municipal Securities Representatives. 


35 See section entitled “Requests for Comments,” infra. 
The NYSE’s rules presently require that member firm re- 
search reports must be prepared or approved by a firm 
“Supervisory Analyst’’ who becomes qualified by taking 
and passing a special examination, among other things. See 
NYSE Rules 344 and 472 (CCH NYSE Manual, paragraphs 
2344 and 2472, respectively.) This examination as well as 
pertinent portions of the Series 7 examination might be 
used as bases for an interim test for research personnel. 


ties Representative or as one of the specialized repre- 
sentatives, which are: Investment Company and 
Variable Contract Products Representative; Securities 
Trader Representative; Real Estate Securities Repre- 
sentative; and Direct Participation Programs Repre- 
sentative. As with the principal category, the Direct 
Participation Programs Representative category 
includes real estate securities. The only qualification 
standard for any restricted category of representative 
would be successful completion of the appropriate 
examination. 3° (Each of the examinations for the 
restricted categories would be a 2-hour (75-100 
question) examination). 


C. Exemptions and Grace Periods 


The Rule contains many exmeptive and grace period 
clauses, serving a variety of functions. The primary 
exemptive clause would entirely exempt from the Rule 
any broker or dealer which is a member of a registered 
securities association (i.e., the NASD) and is in com- 
pliance with its membership qualification rules.2’? Any 
non-NASD broker or dealer which is a member of a 
national securities exchange and is in compliance with 
its membership qualification rules would also be 
exempt if it carries no accounts of customers and its 
annual gross income derived from purchases and sales 
of securities otherwise than on an exchange of which it 
is a member is nominal.3® 


Any person who is designated or qualified under the 
Rule in any category would be permitted to terminate 
his designation or association for a period of up to two 
years, without being required to re-qualify upon his 
designation in the category or categories for which he 
had been qualified.°° 





36 See paragraphs (d)(2) through (d)(5) of the proposed 
Rule, infra. 


37 See paragraph (i)(1) of the proposed Rule, infra. 


38 See paragraph (i)(30 of the proposed Rule, infra. A 
broker-dealer’s annua! gross income derived from the aggre- 
gate of such transactions could not exceed $1,000 in order 
to qualify for the exemption. However, gross income for 
this purpose does not include income derived from such 
transactions which are effected for the broker’s or dealer's 
own account by or through another registered broker or 
dealer. This is the exemption now contained in Rule 15b8-1 
(see Securities Exchange Act Rel. No. 12160, March 3. 
19760. 


3° See paragraph (i)(20 of the proposed Rule, infra. This ex- 
emption would be applicable where, for example, a General 
Securities Principal terminated his association with a firm 
for a year and then returned as a limited representative. 
The rule provides that a General Securities Principal is 
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Since many currently registered brokers and dealers 
and their associated persons have had experience and 
have demonstrated adequate qualifications to operate 
their business, the Commission proposes the inclusion 
of several ‘‘grandfather clauses’’ in the proposed 
Rule.*° For example, any person who has qualified prior 
to adoption of the proposal as a General Securities 
Principal“' or Representative*? by passing the pertinent 
examination would be entitiled to retain that status 
under the new Rule. Any person who had been desig- 
nated as a Financial and Operations Principal, or, if not 
so designated, had performed this function prior to the 
date of this notice** would also be permitted to retain 
his status. 


Three grace periods in the proposed Rule are designed 
to protect a firm from disruptions caused when a re- 
quired principal terminates his association for any 
reason and to allow a firm to promete a qualified repre- 
sentative without delay. One such period would permit 
a firm to operate for up to six months without the 
requisite minimum number of qualified principals 





qualified as a General Securities Representative and that a 
General Securities Representative is qualified as a limited 
representative. A representative who terminated his associa- 
tion could not return as a principal without taking the prin- 
cipal examination, although a general representative would 
be exempt from the representative examination portion of 
the principal requirement. 


4° See paragraphs (c) and (e) of the proposed Rule, infra. 


41 Although Rule 15b8-1 has no specific requirement for a 
General Securities Principal, Commission policy has been to 
qualify associated persons as such under certain circum- 
stances. See note 48, infra. The NASD has had speciai ,e- 
quirements for principals since 1965. 


42 Prior to June 30, 1970, the National Association of In- 
surance Commissioners gave an examination which was 
deemed an acceptable alternative for those persons who re- 
stricted their securities activities to the sale of variable con- 
tracts. In addition, the NASD has since 1968 permitted 
limited registration for representatives who sold only vari- 
able contracts. Persons who qualified under either of these 
alternatives would be grandfathered as Investment Com- 
pany and Variable Contracts Products Representatives. 


43 See paragraphs (c)(2) and (c)(3) of the proposed Rule, 
infra. The grandfather clause would be determined as of the 
date the Rule is proposed, rather than the date it becomes 
effective, in order to prevent firms from evading the quali- 
fication standards by changing the duties of one of their 
qualified General Securities Principals between the date of 
publication and the effective date so as to qualify him as a 
Financial and Operations Principal without being examined. 


1024/SEC DOCKET 


pending the replacement of the terminated principal.“ 


The Commission believes that, as a practical matter, a 
firm in this situation may need that long a period of 
time to replace a terminated principal with another 
individual qualified to function in that capacity. A 
second grace period would permit a firm to promote a 
representative (in any category) to any category of 
principal, including a Financial and Operations Prin- 
cipal, for a period of ninety days without his having 
passed the appropriate principal examination.*> The 
promotion would be permitted even where the purpose 
is not to fill a vacancy. The other grace period provision 
would permit any qualified principal, including a 
Financial and Operations Principal, to function in any 
other principal category with the same firm for ninety 
days without having passed the examination. 


The six-month grace period provision may not be 
lengthened by either of the two 90-day grace period 
provisions—that is, these provisions may not be 
construed to permit a firm to function for longer than 
six months without the required number of qualified 
principals. Thus, if a firm decided to promote a repre- 
sentative to a required position which had been unfilled 
for five months, the representative would have to 
qualify as a principal within the next month (rather than 
within 90 days) by passing the appropriate 
examination. The same would be true if another kind of 
firm principal (i.e., Financial and Operations Principal) 
is transferred for this purpose. 


In addition, each registered broker-dealer would be 
granted a ninety-day period*’ from the time the rule is 





44 See paragraph (b)(2) of the proposed Rule, infra. It 
should be noted that, as paragraph (b)(2) provides, a firm 
must retain at all times at least one designated principal. 


45 See paragraph (b)(3) of the proposed Rule, infra. The 
reason for this distinction is that there has been no previous 
SECO principal requirement, so that the absence of a grace 
period would be greatly disruptive. There is, however, al- 
ready a representative qualification requirement—so no 
grace period is required for that aspect of the principal re- 
quirement. 


46 See paragraph (b)(4) of the proposed Rule, infra. 


*7Since the rule would not likely be declared effective un- 
til at least 30 days after the announcement of its adop- 
tion, the grace period for effecting initital compliance with 
the principal requirements, in effect, would be 120 days. 
Under the NASD’s proposed Schedule C, members would 
have 6 months from the effective date of the amendments 
to comply with the minimum principal requirements and 
90 days to comply with the Financial and Operations Prin- 
cipal requirement. 








promulgated to comply with the principal require- 
ments.*® No grace period would be permitted with 
respect to the representative requirements. 


D. Forms U-4 and U-5 


The designation of persons as principals or repre- 
sentatives under the Rule would be made on a Form 
U-4, which is already being used by the Commission 
and most self-regulatory organizations. The proposed 
Rule would require a Form U-4 to be filed with the 
Commission for each person associated with a 
nonmember firm (except clerical or ministerial 
personnel), whether or not the person is subject to any 
of the qualification standards in the rule. (Members of 
NASD will file the Form U-4 with the NASD). The form 
must be updated promptly if it ever becomes inaccurate 
or incomplete. 


The Form U-5, the ‘‘Uniform Termination Notice for 
Securities Industry Representative and/or Agent’’ was 
developed by the NASD and the NYSE, in cooperation 
with the North American State Securities Adminis- 
trators’ Association, and is currently being utilized by 
the NASD, the various national securities exchanges 
and most of the states. The general concerns which 
motivated the development of the Form U-4, i.e., the 
desire to devise uniform forms for registration of 
broker-dealers and their agents in order to alleviate a 
particularly burdensome duplication of reports sub- 
mitted by firms registering with more than one 
governmental agency or self-regulatory organization, 
may be said to be the same as those which led to the 
implementation of the Form U-5 by the self-regulatory 
organizations and the states*? Also, like the Form U-4, 
the Form U-5 information would assist the Commission 
in discharging its regulatory and investigative respon- 
sibilities. 


The Form U-5 contains 10 items designed to elicit much 
of the same information sought on the Form U-4, such 
as the terminated individual’s involvement, if any, in 





48 See paragraph (b)(1) of the proposed Rule, infra. While 
the NASD has required many of its members to have a Fin- 
ancial Principal since 1972, the Commission has had no spe- 
cial examination requirements for the various categories of 
principal prior to this proposal. Form U-4 has permitted the 
designation of SECO associated persons as principals; and 
such persons may retain their status although their registra- 
tion as such has not been explicit. Financial and Operations 
Principals would not also be required to qualify as General 
Securities Principals under the proposed Rule. 


49 For a discussion of the background of Form U-4, see 
Securities Exchange Act Rel. No. 11424 (May 16, 19750, 7 
SEC Docket at 2, et seq. 


investigations, disciplinary proceedings or court 
actions, including those resulting in his conviction for 
any felony or misdemeanor, during his employment 
with the reporting firm. However, the Form U-5 also 
requires disclosure of the reason for the termination, 
including full details if the individual was ‘‘permitted to 
resign,’’ ‘‘discharged’’ or terminated for reasons other 
than his voluntary resignation or death. Thus, proposed 
Rule 15b7-1 would require a Form U-5 to be filed with 
the Commission whenever a person associated with a 
SECO firm is terminated for any reason. The 
Commission believes that the information sought on the 
Form U-5 is both necessary and proper to meet its 
regulatory needs. 


The proposed adoption of Form U-5 under Rule 15b7-1 
would make this filing requirement applicable for the 
first time to SECO broker-dealers.°° Unlike present 
Rule 15b8-1, proposed Rule 15b7-1 would specify that 
the Form U-5 be filed promptly after the termination of 
an associated person or employee becomes effective, 
but in no event later than 30 days thereafter. In effect, 
therefore, SECO broker-dealers would have to file more 
detailed information on the Form U-5 and on a more 
current basis than is presently the case under Rule 
15b8-1. 


A copy of ‘‘Special Instructions for Completing the 
Form U-5’’ would accompany the Form U-5.5' The in- 
structions would be largely comparable to those which 
now accompany the Form U-4. The proposed rule would 
provide that disclosure of the Form U-5 information 
would be non-public, but would be made available as 
required by law or to any person whom the Commission 
authorizes disclosure in the public interest. 


Proposed Amendments to Rule 15b10-4 
As noted above, non-supervisory firm personnel 


engaged exclusively in research, advertising and public 
relations activities would not be subject to a 





5°Present Rule 15b8-1 requires every SECO broker-dealer 
to file with the Commission on or before July 31 of each 
year a list of associated persons with respect to whom a 
Form U-4 has been filed with the Commission and who 
have been terminated during the preceding year ending 
June 30. However, up to now the Commission has not 
specified the use of a standard form for purposes of satis- 
fying this reporting requirement. 


51 The “Special Instructions” accompanying the Form U-5 
would require a SECO broker or dealer to use its ‘‘best ef- 
forts’”’ to obtain a terminated individual's assistance in com- 
pleting the Form U-5 and to have him (as well as the appro- 
priate firm principal) sign it. In addition, the terminated in- 
dividual’s signature would have to be notarized, as is the 
case with the Form U-4. 
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qualification requirement under the proposed Rule? 
However, in order to emphasize and make more 
specific the supervisory responsibilities in these areas 
at the firm level, the Commission is also proposing at 
this time certain amendments to Rule 15b10-4 under 
the Act which would require SECO broker-dealers to 
designate, in the written supervisory procedures 
required to be maintained under that rule, the 
particular firm principal who has specific responsibility 
for supervising all such firm personnel and for 
approving, prior to use, all research material and public 
media advertising, among other things, disseminated 
by the firm. The proposed amendments to Rule 15b10-4 
would take the form of new paragraph (e) thereto.°° 


Request for Comments 


The Commission hereby requests comments on the 
entire proposal from all interested persons. Further, 
the Commission wishes particularly to solicit comments 
regarding (1) what further ‘‘objective standards’’ 
would be appropriate in connection with the imposition 
of ‘‘experience’’ or ‘‘training’’ requirements as 
qualification standards;°* (2) whether, under proposed 
Rule 15b7-1, an individual seeking to qualify as a 
Financial Operations Principal should be subject to a 
qualification requirement in addition to the satisfactory 
completion of the special examination for that category 
of principal; *5 (3) whether an associated person who 
engages exclusively in hiring, recruiting or training 
securities salesmen should be subject to a qualification 





52 See text at note 33, supra. 


53 See section entitled ‘Test of Proposed Amendment to 
Section 240.15b10-4 under the Act,” infra. 


54The commission favors the establishment of appropriate 
experience and training (or “‘apprenticeship’’) requirements. 
However, the Commission believes that the interested regu- 
latory organizations, instead of merely requiring, in general 
terms, firms subject to their rule-making authority to have a 
specified period of experience or training or to have firm 
training procedures, should develop some objective stand- 
ards or monitoring programs to assess their effectiveness. In 
this connection, therefore, the Commission is particularly 
interested in receiving comments and suggestions on what 
objective standards or programs could be adopted. 

55The proposed Rule would require that in order to be- 
come qualified as a Financial and Operations Principal a 
candidate must take and pass only the special examination 
prescribed for the particular category. However, the Com- 
mission is still considering the appropriateness of requiring 
such individuals to demonstrate at least a basic knowledge 
of the industry as well. For example, the proposed Rule 
could require that candidates also be qualified first as Gen- 
eral Securities or Limited Representatives. 
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requirement;°° (4) what form a qualification examina- 
tion for broker-dealer research personnel should take;5? 
(5) whether non-supervisory advertising and public 
relations personnel associated with a registered broker 
or dealer should be subject to a qualification require- 
ment;°® and (6) whether every associated person 
engaged directly or indirectly in the management, 
direction or supervision of a firm’s securities activities 
should be required to qualify as a principal.5? Commen- 
tators should indicate the particular type of examina- 
tion requirement, if any, they believe should apply in 
the above situations. 


Text of Proposed Rule 15b7-1 


The text of proposed Rule 15b7-1, which would rescind 
current Rule 15b8-1 and is proposed to be adopted 
under the Act, and particularly Sections 6, 15, 15A, and 
23 thereof, reads as follows: 


§240.15b7-1 Minimum qualification standards for 
registered brokers and dealers and associated persons. 





5°The proposed Rule would require such individuals to 
qualify as representatives. (See paragraph (d) and the defi- 
nition of ‘‘associated person’”’ in paragraph (n)(2) of the 
proposed Rule, respectively, infra). Any individual who 
supervises those engaged in such activities would be re- 
quited to qualify as a principal. (See definition of ‘’Princi- 
pal’’ in paragraph (n)(1) of the proposed Rule, infra). 


57 See discussion in subsection B. of section entitled ‘“‘Gen- 
eral Characteristics of Proposed Commission Rule”, infra. 


58 Such individuals would not be subject to a qualification 
requirement under the proposed Rule if they served in a 
non-supervisory capacity and did not engage in other securi- 
ties activity requiring qualification. (See definition of ‘‘as- 
sociated person”’ in paragraph (n)(2) of the proposed Rule, 
infra). 


59 See the definition of “Principal” set forth in paragraph 
(n)(1) of the proposed Rule. It should be noted that the 
proposed RUle. It should be noted that the proposed Rule 
would require qualification as a principal of any individual 
who has supervisory responsibility over sales personnel, in- 
cluding managers of any branch office. Moreover, inter- 
mediate-level supervisors in certain of the main office de- 
partments of a broker or dealer, in addition to the principal 
in overall charge of that department, would be subject to 
the qualification requirement for principals. Neither the 
NASD’s present or proposed Schedule C would require 
branch managers of offices which are not offices of super- 
visory jurisdiction or intermediate supervisors to qualify as 
principals. 





Minimum Principal Requirements 


(a) No registered broker or dealer shall effect any 
transaction in, or induce the purchase or sale of, any 
security (other than an exempted security or com- 
mercial paper, bankers’ acceptances, commercial bills 
or municipal securities) unless such broker or dealer 
meets all of the following minimum qualification 
standards, as applicable: 


(1) Every registered broker or dealer engaged in a 
securities business not limited so as to qualify under 
paragraph (3) herein shall have designated as a General 
Securities Principal each person who is associated with 
it in such capacity. At the time of such designation, 
each such principal shall have qualified by passing 
qualification examinations presecribed by the 
Commission for General Securities Principal and for 
General Securities Representative. The qualification 
examination for General Securities Principal includes 
questions relating to bookkeeping, accounting, internal 
control over cash and securities, supervision of 
employees, maintenance of records, and other appro- 
priate matters. Each such broker or dealer having ten 
or less associated persons shall have designated at least 
one General Securities Principal, and every broker or 
dealer having more than ten associated persons shall 
have designated at least two such General Securities 
Principals. 


(2) Every registered broker or dealer except one which 
is exempt from Section 240.15c3-1 (17 CFR 
§240.15c3-1) pursuant to paragraph (b)(2) thereof or 
which meets the requirements of paragraphs (a)(2) or 
(3) thereof, shall have designated as a Financial and 
Operations Principal each person who is associated 
with it in such capacity. At the time of such 
designation, each person shall have qualified by 
passing a qualification examination prescribed by the 
Commission for Financial and Operations Principal. 
Each such broker or dealer shall have designated at 
least one Financial and Operations Principal. 


(3) Every registered broker or dealer whose business 
consists solely of transactions in: 


(i) investment company or variable contracts products 
shall have designated as Limited Principal for 
Investment Company and Variable Contracts Products 
each person who is associated with it in such capacity. 
At the time of such designation, each such principal 
shall have qualified by passing the qualification 
examinations prescribed by the Commission for 
Limited Principal for Investment Company and 
Variable Contracts Products and for Investment 
Company and Variable Contracts Products Represen- 
tative. The qualification examination for this category 
of limited principal includes questions relating to 
bookkeeping, accounting, internal control of cash and 


securities, supervision of employees, maintenance of 
records, and other appropriate matters. Each such 
broker or dealer having ten or less associated persons 
shall have designated at least one such limited prin- 
cipal, and each such broker or dealer having more than 
ten associated persons shall have designated at least 
two such limited principals, or 


(ii) direct participation programs and real estate 
securities shall have designated as Limited Principal for 
Direct Participation Programs each person who is 
associated with it in such capacity. At the time of such 
designation each such principal shall have qualified by 
passing the qualification examinations prescribed by 
the Commission for Limited Principal for Direct Partici- 
pation Programs and for either Direct Participation Pro- 
grams Representative or Real Estate Securities Repre- 
sentative. Each such broker or dealer having ten or less 
associated persons shall have designated at least one 
such limited principal, and each such broker or dealer 
having more than ten associated persons shall have 
designated at least two such limited principals. 


Provided, however, that any person qualified as a 
General Securities Principal pursuant to paragraph (1) 
hereof shall also be deemed qualified pursuant to 
paragraph (3); provided, further, that an associated 
person may be designated as a principal for any or all 
categories for which he is qualified. 


Grace Period for Meeting Principal Requirements 


(b)(1) A broker or dealer registered with the Com- 
mission on [the date this rule is adopted] shall be 
exempt from the requirements of paragraph (a) hereof 
until [ninety days after the effective date of this rule]. 


(2) In the event of the termination of the association 
with a registered broker or dealer of a principal whose 
designation as such was necessary to enable the broker 
or dealer to meet the minimum requirements specified 
in paragraph (a) hereof, the broker or dealer shall be 
allowed a period of six months following the date of 
such termination to replace the terminated principal 
with a fully qualified person in order to remain in com- 
pliance with paragraph (a) hereof; Provided, however, 
that at all times such broker or dealer shall have 
associated with it at least one qualified person 
designated as a principal. 


(3) Any associated person designated as a repre- 
sentative pursuant to the provisions of paragraph (d) 
herein whose duties are changed so as to require desig- 
nation as a principal, including a Financial and 
Operations Principal, shall be allowed a period of 
ninety days following the change in his duties during 
which to pass the appropriate examination. 
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(4) Any person associated with a registered broker or 
dealer as a principal in any of the categories of principal 
specified in paragraph (a) hereof, whose duties are 
changed so as to require designation in any other cate- 
gory of principal associated with such registered broker 
or dealer, shall be allowed a period of ninety days fol- 
lowing the change in his duties during which to pass the 
appropriate examination. 


(5) Any person associated with a registered broker or 
dealer who is designated as a principal pursuant to 
paragraphs (b)(3) and (b)(4) hereof and who does not 
pass the required examination within the specified 
niney-day period may no longer function in such 
capacity without having first passed such examination. 


Exemptions from Examinations for Principals 


(c) Unless such person’s most recent such association 
has been terminated for a period of two years or more, 
(1) any person associated with a registered broker or 
dealer who was designated as a principal on or before 
[the effective date of this rule] shall be exempt from the 
examinations prescribed for General Securities 
Principal; (2) any person who was designated as a 
Financial and Operations Principal on or before [the 
date this rule is proposed] shall be exempt from the 
examination prescribed for Financial and Operations 
Principal; and (3) any person who was not previously 
designated as a Financial and Operations Principal 
shall be exempt from the examination prescribed under 
paragraph (a)(2), if he has performed the functions of a 
Financial and Operations Principal prior to [the date the 
rule is proposed]. 


Requirements for Associated Persons of Registered 
Brokers and Dealers 


(d) No registered broker or dealer shall effect any 
transaction in, or induce the purchase or sale of, any 
security (other than an exempted security or com- 
mercial paper, bankers’ acceptances, commercial bills 
or municipal securities) unless each person associated 
with such broker or dealer is designated and qualifed as 
a principal pursuant to paragraph (a) hereof or meets 
the following minimum qualification standards, as 
applicable: 


(1) Each associated person of such broker or dealer, 
except those subject to paragraphs (2) through (5) 
herein, shall be designated as a General Securities 
Representative and shall have qualified by passing a 
qualification examination prescribed by the Commis- 
sion for General Securities Representative. 
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(2) Each associated person of such broker or dealer 
whose activities are limited solely to the solicitation of 
sale or purchase of investment company and variable 
contracts products shall be designated as an Invest- 
ment Company and Variable Contracts Products Repre- 
sentative and shall have qualified by passing a qualifi- 
cation examination prescribed by the Commission for 
Investment Company and Variable Contracts Repre- 
sentative. 


(3) Each associated person of such broker or dealer 
whose activities are limited solely to exercising discre- 
tionary authority in trading securities or effecting 
market making securities transactions otherwise than 
on a national securities exchange shall be designated as 
a Securities Trader Representative and shall have 
qualified by passing a qualification examination pre- 
scribed by the Commission for Securities Trader Repre- 
sentative. 


(4) Each associated person of such broker or dealer 
whose activities are limited solely to the solicitation of 
sale or purchase of real estate securities shall be 
designated as a Real Estate Securities Representative 
and shall have qualified by passing a qualification 
examination prescribed by the Commission for Real 
Estate Securities Representative. 


(5) Each associated person of such broker or dealer 
whose activities are limited solely to the solicitation of 
the sale or purchase of direct participation programs, 
and, if applicable, the activities of a Real Estate 
Securities Representative, as set forth in paragraph 
(d)(4) herein, shall be designated as a Direct Participa- 
tion Programs Representative and shall have qualified 
by passing a qualification examination prescribed by 
the Commission for Direct Participation Programs 
Representative: Provided, however, that any person 
qualified as a General Securities Representative pur- 
suant to paragraph (d)(1) hereof also shall be deemed 
qualified pursuant to paragraphs (2) through (5) hereof: 
provided, further, that any person designated as a 
General Securities Principal or a Limited Principal for 
either Investment Company and Variable Contracts 
Products or Direct Participation Programs shall be 
deemed to be also designated as a General Securities 
Representative, Investment Company and Variable 
Contracts Products Representative, or Direct Partici- 
pation Products Representative, respectively. 


Exemption from Examination for Representatives 


(e) Unless such person’s most recent association has 
been terminated for a period of two years or more, any 





person associated with a registered broker or dealer 
who was designated as a representative on or before 
[the effective date of this rule] shall be exempt from the 
examination requirement for General Securities 
Representative imposed by this rule: Provided, 
however, that any person whose permissible securities 
activities were limited either by the Commission or a 
registered securities association to the sale of variable 
contracts only shall be exempt from the examination 
requirement for Investment Company and Variable 
Contracts Products Representative. 


Activities of Associated Persons 


(f) No associated person of a registered broker or 
dealer may perform any function or effect any trans- 
action for which designation as a principal or repre- 
sentative is necessary unless such person is qualified as 
such under this rule. 


Examination Procedures and Fees 


(g)(1) The qualification examinations of the Commis- 
sion provided for in this rule shall be given in 
examination centers designated by the National 
Association of Securities Dealers, Inc. The grades 
required for passing such qualification examinations 


shall be determined by the Commission. Persons taking 
such examinations will be required to pay the following 
fees: 


(i) Any examination for principal. . . 


(ii) Examination for General 
tative... 


Securities Represen- 


(iii) Examination for representative other than 
General.... 


(2) Any person who fails to achieve a passing grade on 
a qualification examination provided for herein may, 
subject to the payment of required fees, take such 
examination twice more without waiting any specified 
period of time between such examinations. After a thrid 
failure of such examination, a person may not take such 
examination again within 90 days after any third or 
subsequent failure. 


Designations 


(h) Where this rule requires a person to be 
‘‘designated’’ in a specified category, such designation 
shall be on a Form U-4 or a predecessor form which 
shall be filed or which currently is on file with the Com- 
mission, a registered securities association or a national 
securities exchange. 


Exemptions 


(i)(1) Any registered broker or dealer which is a 
member of a registered securities association and is in 
compliance with the membership qualification rules of 
that association shall be exempt from this rule. 


(2) Any person previously designated as a principal or 
representative under this rule whose most recent 
association with a registered broker or dealer has not 
been terminated for a period longer than two years 
shall be exempt from the qualification examination or 
examination prescribed by the Commission for the 
category for which such person was designated. 


(3) Any registered broker or dealer who is a member of 
a national securities exchange and is in compliance with 
the membership qualification rules of that exchange 
shall be exempt from the Rule if (i) he carries no 
accounts of customers, and (ii) his annual gross income 
derived from purchases and sales of securities 
otherwise than on a national securities exchange of 
which he is a member is in an amount no greater than 
$1,000: Provided, however, that gross income derived 
from transactions otherwise than on such _ national 
securities exchange which are effected for his own 
account with or through another registered broker or 
dealer who is a member of and is in compliance with 
the qualification rules of the national securities 
exchange on which such transactions are effected or, in 
the case of transactions otherwise than on a national 
securities exchange, is a member of and is in 
compliance with the qualification rules of a registered 
securities association, or is qualified under this rule, 
shall not be subject to such $1,000 limitation. 


(4) Any person associated with a registered broker or 
dealer who confines his securities activities to areas 
outside the jurisdiction of the United States and who 
does not deal with or act for any United States resident 
or national shall be exempt from compliance with this 
rule, except that the requirements of paragraph (j) 
hereof shall apply to any such person insofar as they are 
applicable to him. 


(5) The Commission may, upon the written application 
of a registered broker or dealer, exempt such broker or 
dealer or any associated person subject to this rule from 
any provision of this rule if it finds it necessary or 
appropriate in the public interest or for the protection of 
investors to do so. 


Filing of Form U-4 


(j) A nonmember broker or dealer shall file with the 
Commission a Form U-4 with respect to each associated 
person engaged directly or indirectly in securities 
activities before such person engages in any such 
activities on behalf of such broker or dealer, whether or 
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not any of the other requirements of this rule are appli- 
cable to the associated person. A Form SECO-2F must 
accompany a Form U-4 filed for those associated 
persons who confine their securities activities to areas 
outside the jurisdiction of the United States and who do 
not deal with or act for any United States resident of 
national. 


Amendments to Form U-4 


(k) Each nonmember broker or dealer shall file 
promptly, in writing, information making accurate or 
complete a Form U-4 filed after October 1, 1975, on 
behalf of any associated whenever the information filed 
previously on behalf of such associated person is or 
becomes inaccurate or incomplete for any reason. This 
information may be in letter form and must be 
furnished under the signature of a principal officer, 
partner, sole proprietor, or managing agent of the 
broker or dealer. A nonmember broker or dealer who, 
prior to October 1, 1975, filed a Form SECO-2 on behalf 
of any associated person shall file promptly a completed 
Form U-4 for such associated person when the infor- 
mation contained in the Form SECO-2 is or becomes 
inaccurate or incomplete for any reason. 


Notice of Termination of Associated Person 


(1) Promptly upon, but in no event later than 30 days 
after, the termination of the association with a 
nonmember broker or dealer of any person required to 
be designated as a principal or representative under 
this rule, such nonmember broker or dealer shal! give 
notice to the Commission on Form U-5 of the 
termination of such association. 


Public Availability of Information on Form U-4 and 
Form U-5 


(m) Information supplied on Form U-4 and Form U-5 
shall be non-public but will be made available as 
required by law or to any person to whom the 
Commission authorizes disclosure in the public 
interest. 


Definitions 
(n) For the purposes of this rule: 


(1) The term ‘‘principal,’’ including General Securities 
Principal and any of the categories of Limited Principal 
specified in paragraph (a)(3) herein, shall mean any 
associated person engaged directly or indirectly in 
(i) the management, direction or supervision of the 
securities business of the broker or dealer: sales, 
trading, research or investment advice, advertising, 
public relations, hiring, recruiting, or training of sales- 
men, maintenance of books and records, financial 
responsibility, underwriting and private placements, 
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and (ii) the supervision of hiring, recruiting or training 
of securities employees associated with a registered 
broker or dealer for any of the aforementioned func- 
tions. Such persons shall include: sole proprietors, 
officers, directors, partners, all branch managers and 
other persons performing similar functions. 


(2) The term ‘‘associated person’’ or ‘‘person 
associated’’ with a (registered) broker or dealer (or 
member) shall mean any partner, officer, director, or 
branch manager of a registered broker or dealer (or any 
person occupying a similar status or performing similar 
functions), or any natural person directly or indirectly 
controlling, controlled by, or under common control 
with such registered broker or dealer, including any 
employee of such registered broker or dealer (other 
than employees whose functions are solely clerical or 
ministerial except for purposes of determining the 
minimum principal requirements specified in para- 
graphs (a)(1) and (a)(3) hereof), who engages directly 
or indirectly in one or more of the following aspects of 
the broker’s or dealer’s securities businesss: sales, 
trading, hiring, recruiting or training of salesmen; 
underwriting and private placements; or any such 
person who supervises others engaged in any of the 
aforementioned activities on behalf of such broker or 
dealer, and, in addition, research and investment 
advice, advertising and public relations, maintenance 
of books and records and financial responsibility; and 
any broker or dealer conducting business as a sole pro- 
prietor. 


(3) The term ‘‘Financial and Operations Principal’ 
shall mean an associated person of a registered broker 
or dealer whose responsibilities on behalf of such 
broker or dealer include: 


(i) final approval and responsibility for preparation of 
financial statements of the broker or dealer, supporting 
schedules, computations concerning net capital and the 
maintenance of basic reserves with respect to cash held 
for or owed to customers of such broker or dealer and of 
related books and records; and 


(ii) supervision of individuals who assist 
preparation of such reports. 


in the 


(4) The term ‘‘investment company’”’ shall have the 
meaning set out in Section 3 of the Investment 
Company Act of 1940 (15 U.S.C. 80a-3). 


(5) The term ‘‘variable contracts’’ shall mean contracts 
providing for benefits or values which may vary 
according to the investment experience of any separate 
or segregated account or accounts maintained by an 
insurance company. 





(6) The term ‘‘real estate security’’ shall mean any 
certificate of interest or participation, partnership 
interest, investment contract, or other interest or 
instrument constituting a security as defined in Section 
2(1) of the Securities Act of 1933 (15 U.S.C. 77(b)(1)) 
which represents principally the acquisition, invest- 
ment or holding of real property or an interest therein. 


(7) The term ‘‘direct participation programs’’ shall 
mean a sales program for securities which provides 
flow through tax consequences regardiess of the 
structure of the legal entity or vehicle for distribution, 
including, but not limited to, oil and gas programs, real 
estate syndications (except real estate investment 
trusts, tax qualified pension and profit sharing plans 
under Sections 401, 403(a) and (b) and 408 of the 
Internal Revenue Code, (26 U.S.C. §401, 403(a) and (b), 
408 (1976)) and any company, including separate 
accounts, registered under the Investment Company 
Act of 1940 (15 U.S.C. 80a et seq. (1975))), agricultural 
programs, cattle programs, condominium securities, 
and all other programs of a similar nature, regardless of 
the industry represented by the program or any 
combination thereof. 


(8) The term ‘‘nonmember broker or dealer’’ shall 
mean any broker or dealer, including a sole proprietor, 
registered under Section 15 (15 U.S.C. 780 (1975)) or 
Section 15B (15 U.S.C. 780-4 (1975)) of the Act who is 
not a member of a registered national securities 
association. 


Text of Proposed Amendment to Rule 15b10-4 


Section 240.15b10-4 is proposed to be amended by 
adding new paragraph (e) thereto which reads as 
follows: 


§240.15b10-4 Supervision of associated persons. 


* * * * 


(e) Every nonmember broker or dealer shall designate, 
and so indicate in its written supervisory procedures 
required to be maintained under this rule, from among 
his partners, officers or other qualified principals 
associated with such broker or dealer, a person or 
group of persons who shall: 


(1) Supervise the research, advertising and public 
relations activities, if any, engaged in by such broker or 
dealer, including the supervision of any and _ all 
personnel of such broker or dealer involved in such 
activities on behalf of such broker or dealer; and 


(2) Review and approve in writing, prior to use, all 
advertisements by public media (i.e., by publication in 
newspapers or magazines or by radio, television, 
motion picture, etc.), all sales literature and market 


letters, including notices, circulars, reports, newslet- 
ters, research reports, form letters, and reprints of 
published articles disseminated by such broker or 
dealer. 


Proposed Rule 15b7-1 and the proposed amendment to 
Rule 15b10-4 will be considered in conjunction with the 
NASD’s proposed amendments to Schedule C of its 
By-Laws. In this regard, attention is directed to Release 
No. 34-11889 (December 1, 1975), 40 FR 57533 (Decem- 
ber 10, 1975). 


All interested persons are invited to submit written 
comments on the proposed Rule, and the proposed 
amendment to Rule 15b10-4, which should be 
addressed to the Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549 on or before 
August 10, 1977 and should refer to File No. S7-709. All 
such comments will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13680/ June 27, 1977 


NOTICE OF FILING OR PROPOSED RULE CHANGE 
BY THE OPTIONS CLEARING CORPORATION 


(File No. SR-OCC-77-7) 


The Options Clearing Corporation (‘‘OCC’’) submitted 
on June 7, 1977, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
to implement a third-party pledge system for the 
deposit of underlying securities by writers of call 
options. In addition, the proposed rule change would 
establish a procedure for the allocation of a suspended 
clearing member’s pending exercise assignments to 
covered short positions in the clearing member’s 
accounts in cases where OCC is unable to determine 
the manner in which the assignments were allocated by 
the clearing member. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 27, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
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Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-OCC-77-7. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing wil! also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market Regu- 
lation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13681/June 27, 1977 


The Securities and Exchange Commission has ordered 
the institution of public administrative proceedings 
against Colonial Securities, Inc. (‘‘Colonial’’), a New 
Jersey broker-dealer registered with the Commission 
and a member of the National Association of Securities 
Dealers, Inc.; Pat Catizone (‘‘Catizone’’), its president 
and majority shareholder; Carol Wynn (‘‘Wynn’’), 
formerly president of Adams & Whitney Securities 
Corp., which was a New York broker-dealer registered 
with the Commission; Diane Aquino (‘‘Aquino’’), 
Robert Sudol, Jr. (‘‘Sudol’’), Robert Bossert 
(‘‘Bossert’’) and Louis Juliana (‘‘Juliana’’), all formerly 
employed as registered representatives with Colonial. 


The proceedings are based on allegations by the staff 
that Colonial, Catizone, Wynn and Aquino wilfully 
violated and wilfully aided and abetted violations of 
the registration provisions of the Securities Act of 1933 
(‘‘Securities Act’’), and that Colonial, Catizone, Wynn, 
Sudol, Bossert and Juliana wilfuily violated and wilfully 
aided and abetted violations of the anti-fraud provisions 
of the Securities Act and the Securities Exchange Act of 
1934 in connection with the offer and sale of the 
common stock of Tucker Drilling Company, Inc. 


A hearing will be scheduled by further order to take 
evidence on the staff allegations and to afford the 
respondents an opportunity to offer any defenses 
thereto for the purpose of determining whether any 
action of a remedial nature should be ordered by the 
Commission. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13682/June 27, 1977 


Administrative Proceeding File No. 3-5237 


In the Matter of 


CAROL WYNN 
2175 Hudson Terrace 
Fort Lee, New Jersey 


DIANE AQUINO 
Post Office Box 10028 
Pompano Beach, Florida 


ROBERT SUDOL, JR. 
347 Old Country Road 
Fairfield, New Jersey 


ROBERT BOSSERT 
575 Grove Street 
Clinton, New Jersey 


LOUIS JULIANA 
106 Pascack Avenue 
Emerson, New Jersey 


ORDER IMPOSING REMEDIAL SANCTIONS 


In this broker-dealer proceeding pursuant to the 
Securities Exchange Act of 1934 (‘‘Exchange Act’’),' 
Carol Wynn (‘‘Wynn’’), Diane Aquino (‘‘Aquino’’), 
Robert Sudol, Jr. (‘‘Sudol’’), Robert Bossert 
(‘‘Bossert’’) and Louis Juliana (‘‘Juliana’’) have sub- 
mitted offers of settlement, without admitting or 
denying the allegations contained in the Order for Pro- 
ceedings, which the Commission has determined to 
accept. 


On the basis of the Order for Proceedings and the offers 
of settlement, it is found that: 2 


(1) Wynn and Aquino wilfully violated and wilfully 
aided and abetted violations of Sections 5(a) and 5(c) of 
the Securities Act of 1933 (‘‘Securities Act’’); 


(2) Wynn wilfully violated and wilfully aided and 
abetted violations of Section 10(b) of the Exchange Act 
and Rule 10b-6 thereunder; 


(3) Sudol, Bossert and Juliana wilfully violated Section 





‘In the matter of Colonial Securities, Inc., Administra- 
tive Proceeding File No. 3-5237. 


* These findings are not binding upon any other respondent 
in these proceedings. 





17(a) of the Securities Act and Section 10(b) of the 
Exchange Act and Rule 10b-5 thereunder; 


(4) On January 5, 1977, on consent, a final judgment of 
permanent injunction was entered in the United States 
District Court for the Southern District of New York 
enjoining Juliana from violating Section 17(a) of the 
Securities Act and Section 10(b) of the Exchange Act 
and Rule 10b-5 thereunder; and 


(5) On January 14, 1977, on consent, final judgments of 
permanent injunction were entered in the United States 
District Court for the Southern District of New York 
enjoining: 


(a) Wynn from violating Sections 5(a) and 5(c) of the 
Securities Act and Section 10(b) of the Exchange Act an 
Rule 10b-6 thereunder; 


(b) Aquino from violating Sections 5(a) and 5(c) of the 
Securities Act; and 


(c) Sudol and Bossert from violating Section 17(a) of 
the Securities Act and Section 10(b) of the Exchange 
Act and Rule 10b-6 thereunder. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the offers of settle- 
ment. 


Accordingly, IT 1S ORDERED that: 


(1) Carol Wynn be, and she hereby is: 


(a) suspended from association with any broker, dealer 
or investment company for a period of twelve (12) 
months; and 


(b) barred from association with any broker, dealer or 
investment company in a supervisory or proprietary 
capacity. 


(2) Diane Aquino be, and she hereby is: 


(a) barred from association with any broker, dealer or 
investment company, except in a secretarial capacity; 
and 


(b) after a period of two (2) years she may apply to 
become reassociated in a non-supervisory and 
non-proprietary capacity. 


(3) Robert Sudol, Jr. be, and he hereby is barred from 
association with any broker, dealer or investment 
company except that after eighteen (18) months he may 
apply to become reassociated in a non-supervisory and 
non-proprietary capacity. 


(4) Robert Bossert be, and he hereby is suspended 


from association with any broker, dealer or investment 
company for a period of sixty (60) days. 


(5) Louis Juliana be, and he hereby is barred from 
association with any broker, dealer or investment 
company, except that after two (2) years he may apply 
to become reassociated in a non-supervisory and 
non-proprietary capacity. 


This Order is to take effect at the opening of business 
on the second Monday after the date of this Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13683/June 27, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE OPTIONS CLEARING CORPORATION 


(File No. SR-OCC-77-8) 


The Options Clearing Corporation (‘‘OCC’’) submitted 
on June 10, 1977, proposed rule changes, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
to permit registered national securities associations to 
qualify as Participating Exchanges and to permit OCC’s 
Participating Exchanges to select securities trades 
primarily in the over-the-counter (‘‘OTC’’) market, 
which have been designated as ‘‘OTC Margin Stocks,’’ 
as underlying securities for options issued by OCC. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 27, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-OCC-77-8. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 
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For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13684/June 27, 1977 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE OPTIONS CLEARING 
CORPORATION 


(File No. SR-OCC-77-9) 


The Options Clearing Corporation submitted on June 
10, 1977, a proposed rule change, which has become 
effective pursuant to Section 19(b)(3) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder, 
amending its clearing fee schedule by reducing the fee 
for transactions executed at prices of $1.00 or more 
from $0.15 per contract to $0.11 per contract. 


The foregoing rule change has become effective pur- 
suant to Section 19(b)(3) of the Securities Exchange Act 
of 1934. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate the rule change if it appears to be 
the Commission that such action is necessary or appro- 
priate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes 
of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 27, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
twenty-one days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-OCC-77-9. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
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Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13685/June 27, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9825/June 27, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 591/June 27, 1977 


Administrative Proceeding File No. 3-5133 


In the Matter of 


LIFE INVESTORS MANAGEMENT CORPORATION 


(File Nos. 801-07714, 088-09158) 
RALPH M. O’BRIEN 


FINDINGS AND ORDER 
SANCTIONS 


IMPOSING REMEDIAL 


In these proceedings under the Securities Exchange 
Act of 1934 (‘‘Exchange Act’’), the Investment 
Company Act of 1940 and the Investment Advisers Act 
of 1940 (‘‘Advisers Act’’), offers of settlement have 
been submitted by Life Investors Management Cor- 
poration (‘‘Registrant’’) and Ralph M. O’Brien 
(‘‘O’Brien’’). 


Solely for the purpose of these proceedings and without 
admitting or denying the allegations of the order for 
proceedings, Registrant and O’Brien consent to 
findings of willful violations as alleged in such order 
and to the entry of an order imposing certain sanctions. 


After due consideration of the offers of settlement and 
upon the recommendation of our staff, the Commission 
has determined to accept the offers. On the basis of the 
order for proceedings and the offers of settlement, it is 
found that from or about February, 1972, through 
December, 1975: 


1. O’Brien wilfully violated and/or wilfully aided and 
abetted violations of Section 10(b) of the Exchange Act 
and Rule 10b-5 thereunder and Sections 206(1) and 
206(2) of the Advisers Act; 





2. O’Brien willfully violated Section 17(d) of the Invest- 
ment Company Act and Rule 17d-1 thereunder; 


3. Registrant willfully violated and/or willfully aided 
and abetted violations of Section 206(1) and 206(2) of 
the Advisers Act; 


4. Registrant willfully violated Section 204(2) of the 
Advisers Act and Rule 204-2(a)(12) thereunder; and 


5. Registrant failed reasonably to supervise O’Brien 
with a view to preventing the above violations. 


The offer of settlement submitted by O’Brien provides 
that O’Brien will pay the sum of $2,823.27 to two 
mutual funds in connection with transactions in which 
he purchased or sold securities at or about the same 
time those funds purchased or sold the same securities. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the offers of 
settlement. 


Accordingly, |T IS ORDERED that Registrant be, and 
hereby is censured. It is further ORDERED that: 


(1) Registrant be, and hereby is, suspended from all 
securities and investment advisory activity for a period 
of ten calendar days, but said sanction shall be 
suspended and shall remain suspended if Registrant 
will provide investment advisory services to its 
customers without compensation for a period of ten 
calendar days commencing upon the second Monday 
following the date hereof; 


(2) Registrant maintain such records as required by 
Rule 204-2(a)(12) of the Advisers Act, adopt a code of 


ethics, not unsatisfactory to the staff, restricting 
personal securities transactions by employees and 
instruct its auditors to undertake, as a part of their 
regular audit, a determination of whether Registrant 
has established adequate internal controls to comply 
with Rule 204-2(a)(12) and the code of ethics, and 


(3) O’Brien be, and hereby is, suspended fram 
association with any broker or dealer, investment 
company or investment adviser or affiliate thereof for a 
period of thirty calendar days commencing on the 
second Monday following the date hereof. 


For the Commission, by the Office of the Secretary pur- 
suant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13686/June 27, 1977 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20092/ June 27, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9828/ June 27, 1977 


RE-EXAMINATION OF RULES RELATING TO 
SHAREHOLDER COMMUNICATIONS, SHARE- 
HOLDER PARTICIPATION IN THE CORPORATE 
ELECTORAL PROCESS AND COPORATE GOVERN- 
ANCE GENERALLY 


AGENCY: Securities and Exchange Commission. 


ACTION: Extension of Comment Period. 
SUMMARY: _In Securities Exchange Act Release No. 
13482 (April 28, 1977), 42 FR 23901 (May 11, 1977), the 
Commission had requested the submission by July 1, 
1977 of written statements from interested members of 
the public on the subjects of shareholder communi- 
cations, shareholder participation in the corporate 
electoral process and corporate governance. The Com- 
mission had requested the submission of such written 
statements preparatory to holding public hearings. The 
Commission, having considered a number of requests 
to extend the comment period, has extended the 
comment period as follows: 


1) Any person who wishes to have his views considered 
by the Commission in connection with its formulation of 
specific issues to be explored at the public hearings 
must submit on or before August 1, 1977 a written 
statement of such views, which may be in summary or 
outline form; 


2) Any person who wishes to testify at the public 
hearings is encouraged to submit on or before August 
1, 1977 a written statement outlining the issues as to 
which such person intends to testify. The Commission 
will issue an order at a later date specifying procedures 
for the hearings, and failure to submit a written 
statement by August 1, 1977 will not foreclose an 
interested person from testifying at the hearings in 
accordance with such procedures; and 


3) All other persons who wish to submit written state- 
ments may do so at any time prior to the termination of 
this proceeding and such statements will be made part 
of the public record of the proceeding. 


ADDRESSES: All communications should be sub- 
mitted in triplicate to George A. Fitzsimmons, 
Secretary, Securities and Exchange Commission, 500 
North Capitol Street, N.W., Washington, D.C. 20549. 
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Such communications should refer to File No. S7-693, 
and will be available for public inspection at the 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Richard 
B. Nesson, Division of Corporation Finance, Securities 
and Exchange Commission, Washington, D.C. 20549 
(202-755-1742). 


SUPPLEMENTARY INFORMATION: The public 
hearings which are tentatively scheduled to commence 
in September, 1977, and which are intended to be held 
in several cities in various parts of the country, are for 
the purpose of giving the Commission the benefit of the 
views of interested members of the public with respect 
to the subjects of shareholder communications, 
shareholder participation in the corporate electoral 
process and, more generally, corporate governance in 
order to assist the Commission in a_ broad 
re-examination of Regulation 14A [17 CFR 240.14a-1 et 
seq.] promulgated under Section 14(a) of the Securities 
Exchange Act of 1934 (‘Exchange Act’’) [15 U.S.C. 78a 
et seq., as amended by Pub. L. No. 94-29 (June 4, 
1975)] relating to the solicitation of proxies and other 
applicable statutory provisions, rules and regulations. 
At the conclusion of these hearings, the Commission 
will determine whether it is necessary or appropriate in 
the publice interest or for the protection of investors to 
propose amendments to Regulation 14A, to propose 
amendments to other applicable rules or to recommend 
legislation to Congress. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13687/June 27, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


File No. SR-NASD-77-2 


The National Association of Securities Dealers, Inc. 
(‘‘NASD’’) submitted on June 14, 1977, amendment 
number five to its proposal under Rule 19b-4 regarding 
the rules, regualtions and procedures for transactions 
in standardized options in the over-the-counter 
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market.* The amendment includes: (1) a number of 
largely technical alterations to the original filing, and 
(2) copies of selected NASD ‘‘Notices to Members’’ 
relating to the NASD options proposal, and 
(3) additional provisions not included in the original 
filing. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 27, 1977. 
In order to assist the Commissin to determine whether 
to approve the proposed rule change as amended or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission within 
30 days from the date of publication in the Federal 
Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NASD-77-2. 


Copies of the submission together with all amendments 
thereto, and of all written comments will be available 
for inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








"Notice of the original submission under the above-cap- 
tioned file number together with the terms of substance of 
the proposed rule change was given by publication of a 
Commission Release (Securities Exchange Act (“SEA”) 
Release No. 34-13230, February 1, 1977) and by publica- 
tion in the Federal Register 42 Fed Reg. 8244, February 9, 
1977). Notice of Amendment number 4 to this filing was 
given by publication of a Commission Release (SEA Release 
No. 34-13560, May 20, 1977) and a publication in the Fed- 
eral Register (42 Fed. Reg. 27358, May 27, 1977). Amend- 
ments number 1, 2 and 3 to the filing did not materially 
change the language of the proposed rule change and were, 
therefore, not published. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13688/June 28, 1977 


NOTICE OF EFFECTIVENESS OF PROPOSED RULE 
CHANGE BY PACIFIC STOCK EXCHANGE INCOR- 
PORATED 


File No. SR-PSE-77-16 


The Pacific Stock Exchange Incorporated submitted on 
June 23, 1977, a proposed rule change under Rule 
19b-4 to establish criteria for consideration by the 
Exchange’s Floor Trading Committee and Allocation 
Committee in reviewing a member’s application to act 
as an alternate specialist in a particular equity security. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the Commis- 
sion may summarily abrogate such rule change if it 
appears to the Commission that such action is 
necessary or appropriate in the public interest, for the 
protection of investors, or otherwise in furtherance of 
the purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of July 4, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
21 days from the date of publication in the Federal 
Register. Persons desiring to make _ written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-PSE-77-16. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13689/June 28, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE PHILADELPHIA STOCK EXCHANGE, INC. 


File No. SR-PHLX-77-6 


The Philadelphia Stock Exchange, Inc. (‘‘PHLX’’) 
submitted on June 22, 1977 a proposed rule change 
under Rule 19b-4 to remove the physical barrier which 
separates its option trading floor from its equity floor. 


Publication of the submission is expected to be made in 
the Federal Register during the week of July 4, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute pro- 
ceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-PHLX-77-6. 


The PHLX filing included, as Exhibit 2, acopy of a June 
14, 1977 letter from the Exchange to the Commission in 
which the former commented on the prospect of 
‘*side-by-side’’ trading of options and equities in a 
particuiar market place. This situation would arise if 
the Commission were to authorize PHLX (or another 
exchange which simultaneously provides a market in 
listed options and securities which underlie such 
options) to remove the physical barrier which currently 
separates the equity floor from the option floor. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13690/ June 28, 1977 


In the Matter of 
MIDWEST STOCK EXCHANGE, INCORPORATED 


120 South LaSalle Street 
Chicago, Illinois 60603 
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(SR-MSE-77-12) 
ORDER APPROVING PROPOSED RULE CHANGE 


On April 27, 1977, the Midwest Stock Exchange, Incor- 
porated (‘‘MSE’’) filed with the Commission, pursuant 
to Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change. The rule change 
permits an MSE market maker to adjust his option quo- 
tations to reflect more accurately price changes in the 
underlying issue. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13562, May 23, 
1977) and by publication in the Federal Register (42 
Fed. Reg. 27355, May 27, 1977). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regualtions thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on April 27, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13691/June 28, 1977 


In the Matter of 

MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 

Chicago, || 60603 


ORDER APPROVING PROPOSED RULE CHANGE 


On April 27, 1977, the Midwest Stock Exchange, Incor- 
porated (‘‘MSE’’) filed with the Commission, pursuant 
to Section 19(b) of the Securities Exchange Act of 1934 
(the ““Act’’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
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copies of a proposed rule change. The rule change 
requires that certain market orders be given priority 
over limit orders on the MSE Order Book Official’s 
Book to standardize opening rotation procedures. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13563, (May 23, 
1977)) and by publication in the Federal Register (42 
Fed. Reg. 27356 (May 27, 1977)) 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the ruls 
and regulations thereunder applicable to registered 
national securities exchanges, and in particular, the re- 
quirements of Section 6 and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on April 27, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13692/June 28, 1977 


ACCOUNTING SERIES 
Release No. 223/June 28, 1977 


Administrative Proceeding File No. 3-5242 


In the Matter of 


THOMAS LEGER & COMPANY 


THOMAS LEGER 


OPINION AND ORDER PURSUANT TO THE COM- 
MISSION’S RULES OF PRACTICE 





This Opinion and Order under Rule 2(e)' of the Com- 
mission’s Rules of Practice [17 C.F.R. §201(e)(1)] arises 
out of the entry of a Final Order (attached hereto as 
Exhibit A) with respect to Thomas Leger & Company 
and Thomas Leger (‘‘Respondents’’) in the action 
entitled Securities and Exchange Commission v. 
Petrofunds, Inc. et al. S.D.N.Y., 76 Civ. 2368. In such 
action Respondents have voluntarily entered into a 
Stipulation which recited, among other things, that it 
was entered into for settlement purposes only and that 
Respondents neither admitted nor denied the alle- 
gations of the complaint. Such action was instituted on 
May 26, 1976, by the filing with the United States 
District Court in the Southern District of New York of a 
complaint alleging that certain financial statements 
certified by Respondents and cash basis tax reports 
audited by Respondents were false and misleading in 
certain respects. Respondents have submitted an 
Offer of Settlement by which they seek to dispose of 
this Rule 2(e) proceeding which was filed on the basis of 
the entry of the above-mentioned Final Order. By this 
Offer of Settlement Respondents have agreed to submit 
to a review of their current policies, practicies, and pro- 
cedures which review would encompass those matters 
considered under the AICPA Technical Standard 
Review Program and would include an examination of 
appropriate audit engagements. 


For the foregoing reasons, it is hereby ORDERED, 


(1) That this proceeding under Rule 2(e) of the Com- 
mission’s Rules of Practice is instituted and the Offer 
of Settlement submitted by Respondents, dated June, 
1977, is hereby accepted. 


(2) Respondents shall submit to a review of their 
current policies, practice, and procedures. Such review 
shall be conducted in accordance with the terms set 
forth in Respondents’ Offer of Settlement. 


(a) The reviewers shall endeavor to complete such 
review and issue a report with respect thereto within 
ninety (90) days after such review commences; 





1 Rule 2(e)(1) provides the following: 


The Commission may deny temporarily or permanently 
the privilege of appearing or practicing before it in any 
way to any person who is found by the Commission 
after notice of and the opportunity for a hearing in the 
matter (i) not to possess the requisite qualifications to 
represent others, or (ii) to be lacking in character or in- 
tegrity or to have engaged in unethical or improper pro- 
fessional conduct, or (iii) to have willfully violated, or 
willfully aided and abetted the violation of any provision 
of the federal securities laws (15 U.S.C. 77a to 80b-20), 
or the rules and regulations thereunder. 


(b) Respondents shall not engage any new public 
clients for the period commencing with the entry of the 
Opinion and Order of the Commission and ending thirty 
(30) days after issuance of the above-mentioned final 
report. 


(c) Respondents shall adopt and implement any and all 
reasonable recommendations made in the above-men- 
tioned final report without delay. 


(3) Respondents shall comply in all respects with the 
undertakings set forth in their Offer of Settlement. 


(4) The reviewer’s working papers, files, and other 
documentation (except the report) will be held 
confidential except from Respondents and the 
Commission. 


(5) This proceeding is hereby terminated except that 
the Commission retains jurisdiction of this proceeding 
for the limited purpose of ensuring compliance by 
Respondents with this Opinion and Order. In any event, 
such proceeding shall be terminated with respect to 
such limited purpose within thirty (30) days after 
receipt by the Commission of the report referred to in 
subparagraph J of paragraph II in Respondents’ Offer 


of Settlement. 
By the Commission. 


George A. Fitzsimmons 
Secretary 





EXHIBIT A 
SECURITIES AND EXCHANGE COMMISSION, 
Plaintiff 
v. 
PETROFUNDS, INC., et al, 
Defendants 
FINAL ORDER 
76 Civ. 2368 
(Judge Weinfield) 


Plaintiff Securities and Exchange Commission 
(‘‘Commission’’) and Defendents Thomas Leger & 
Company and Thomas Leger (‘‘defendants’’), having 
filed various pleadings and other papers in this action 
and other proceedings having been had herein; and 
plaintiff and the aforesaid defendants having volun- 
tarily entered into a Stipulation in which, for purposes 
of settlement only, the aforesaid defendants neither 
admit nor deny the allegations of the plaintiff's 
complaint, and without this Final Order and Stipulation 
constituting any evidence or findings with respect to 
any issue of fact or law herein or estoppel in favor of 
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any person not a party hereto; and it further appearing 
that no further notice need be given prior to the entry of 
this Final Order, NOW, THEREFORE, pursuant to the 
aforesaid Stipulation it is therefore Ordered by this 
Court that: 


Defendant Thomas Leger & Company, its officers, 
agents, servants, employees and attorneys, and 
defendant Thomas Leger, his agents, servants, 
employees and attorneys and those persons acting 
jointly or in participation with them who receive actual 
notice of the Final Order by personal service or 
otherwise shall not directly or indirectly in connection 
with the offer, purchase or sale of the securities of any 
issuer, make use of the means or instrumentalities of 
interstate commerce or of the mails to employ any 
device, scheme or artifice to defraud, to make any 
untrue statement of a material fact or omit to state a 
material fact necessary in order to make the statement 
made, in light of the circumstances under which they 
were made, not misleading, or to engage in any act, 
practice or course of business which operates or would 
operate as a fraud or deceit upon any person; and 


Defendant Thomas Leger shall make himself available 
to and shall appear at any trial or hearing in the above- 
captioned action at the request of the Commission; 
defendant Thomas Leger & Company shall make itself 
and any persons necessary to authenticate and identify 
its books and records, including internal memoranda 
and correspondence available at any trial or hearing in 
the above-captioned action at the request of the 
Commission; provided, however, that such requests 
shall be communicated to defendants’ counsel herein 
no later than forty-eight (48) hours before the Commis- 
sion desires the attendance of such person(s) at such 
trial er hearing; and 


The aforesaid defendants shall comply in all respects 
with the terms of the document entitled Stipulation 
which is attached hereto and incorporated herein by 
reference; and 


IV 


As to the aforesaid defendants this action is terminated 
with prejudice, provided, however, that this Court shal! 
retain jurisdiction for purposes of enforcing this Final 
Order. 


There being no just reason for delay, the Clerk of the 
Court is directed to enter this Final Order accordingly. 


Dated: 
June 


New York, New York 
, 1977 
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UNITED STATES DISTRICT JUDGE 
FINAL ORDER ENTERED 





SECURITIES AND EXCHANGE COMMISSION, 
Plaintiff 

V. 

PETROFUNDS, INC., et al, 


Defendants 


76 Civ. 2368 
(Judge Weinfield) 


STIPULATION 


1. Defendants Thomas Leger & Company and Thomas 
Leger (‘‘Leger defendants’’) have voluntaritly entered 
into this Stipulation with Plaintiff Securities and 
Exchange Commission (‘‘Commission’’) in which, for 
purposes of settlement only, the aforesaid defendants 
neither admit nor deny the allegations of the plaintiff’s 
complaint, and stipulate: 


(a) to the jurisdiction of this Court over them and over 
the subject matter of this action; 


(b) to the entry of the Final Order annexed hereto. 


2. This stipulation is executed and the Final Order in 
the form annexed hereto is entered without the Final 
Order and this Stipulation constituting any evidence or 
findings with respect to any issue of fact or law herein 
or estoppel in favor of any person not a party hereto. 


3. The Leger defendants waive the entry of findings of 
fact and conclusions of law pursuarit to Rule 52 of the 
Federal Rules of Civil Procedure. 


4. The Leger defendants enter into this Stipulation 
voluntarily for purposes of settlement only, and no 
promise or inducement of any kind whatsoever, other 
than as might be contained in this Stipulation and the 
Commission’s Opinion and Order accepting defen- 
dants’ Offer of Settlement dated June, 1977, has been 
made by the Commission or any member, officer, agent 
or representative to induce the defendants to enter into 
this Stipulation. 


Securities and Exchange Commission 
By 

Barrow, Bland & Rehmet 

By 

A Partner Attorney for Defendants 


Dated: June, 1977 
Washington, D.C. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13693/June 28, 1977 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (‘‘Exchange Act’’) the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 3:00 p.m. (EDT) on June 
28, 1977 and terminating at midnight (EDT) on July 7, 
1977 of the securities of Cal-Am Corporation 
(‘‘Cal-Am’’) a New York corporation with principal 
executive offices located at 15250 Ventura Boulevard, 
Sherman Oaks, California 91403. 


The Commission ordered the suspension of trading in 
Cal-Am’s securities because of the lack of current 
adequate and accurate public information about the 
company’s operations and financial condition. 


The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along with 
all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no 
quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. 
If any broker of dealer has any questions as to whether 
or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff of 
the Division of Enforcement in Washington, D.C. If any 
broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until 
suck time as he has familiarized himself with said rule 
and is certain that all of its provisions have been met. If 
any broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13694/ June 29, 1977 


In the Matter of 

PACIFIC STOCK EXCHANGE INCORPORATED 
618 South Spring Street 

Los Angeles, California 90014 


(SR-PSE-77-12) 


ORDER APPROVING PROPOSED RULE CHANGE BY 
THE PACIFIC STOCK EXCHANGE INCORPORATED 


On May 6, 1977, the Pacific Stock Exchange 
Incorporated (‘‘PSE’’) filed with the Commission, 
pursuant to Section 19(b) of the Securities Exchange 
Act of 1934 (the ‘‘Act’’), as amended by the Securities 
Acts Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to permit a smaller 
trading differential on local PSE stocks (which are 
stocks not traded on either the New York or American 
Stock Exchange) which trade between $1 and $5. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13541 (May 13, 
1977)) and by publication in the Federal Register (42 
FR 27358 (May 27, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and in parti- 
cular, the requirements of Section 6 and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on May 6, 1977, be, and it hereby 
is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13695/June 29, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9830/ June 29, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 593/June 29, 1977 


Admin. Proc. File No. 3-3101 
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In the Matter of 

STEADMAN SECURITY CORPORATION 
1730 K Street, N.W. 

Washington, D.C. 

(801-8141) 

CHARLES W. STEADMAN 

REPUBLIC SECURITIES CORPORATION 
(8-13223) 


STEADMAN INVESTMENT SERVICES 
CORPORATION 


(8-14704 and 801-5679) 

THE STEADMAN CORPORATION OF AMERICA 
(8-13955) 

ABERDEEN MANAGEMENT CORPORATION 
(8-1867) 

OPINION OF THE COMMISSION 


BROKER-DEALER AND 
PROCEEDINGS 


INVESTMENT ADVISER 


Grounds for Remedial Action 
Fraud 
Late Filings 


Receipt of Illicit Compensation from Registered Invest- 
ment Companies by their Investment Adviser 


Where an investment company complex’s controlling 
person concealed material facts from investors, caused 
the entities that he controlled to breach their reporting 
obligations to the Commission, and also caused a 
registered investment adviser, all of whose voting stock 
he owned, to accept compensation from two of its 
advisee-investment companies that was not described 
in the advisory contracts, he/d, in public interest to bar 
that person from association with any investment 
adviser, to prohibit him permanently from serving or 
acting in any of the capacities enumerated in Section 
9(b) of the Investment Company Act, and to suspend 
him from association with any broker or dealer for 12 
months. But order’s effective date stayed for 90 days to 
facilitate an orderly transition in the management of the 
affected investment companies and to give the barred 
individual an opportunity to dispose of his controlling 
interest in the advisory organization. 


1042/SEC DOCKET 


Fraudulent Omissions to Disclose Material Facts 
Bank Loans 

Bank Deposits 

Checking Accounts 

Certificates of Deposit 

Causal Relationships—Significance of 
Management—Character of 
Materiality 

Willfuiness 

State of Mind 

Intent to Defraud 

Scienter 


Applicability of Ernst & Ernst v. Hochfelder, 425 U.S. 
185 (1976), to Administrative Proceedings 


Applicability of Ernst & Ernst v. Hochfelder, supra, to 
cases arising under the Investment Company and 
Investment Advisers Acts 


Investment company manager’s concealment of his 
heavy borrowings from the very same banks in which 
he caused the investment companies to deposit large 
sums in non-interest bearing accounts, held, fraudu- 
lent and hence in willful violation of Section 17(a) of 
the Securities Act, Section 10(b) of the Securities 
Exchange Act, Rule 10b-5 under the latter section, 
Sections 206(1) and 206(2) of the Investment Advisers 
Act, Section 20(a) of the Investment Company Act and 
the Commission’s rules thereunder, and also Sections 
30 and 34(b) of the Investment Company Act as well as 
the Commission’s rules under the last of two sections. 


Investment company manager’s heavy borrowings from 
the banks in which he caused his investment company 
clients to keep their cash, he/d, material to investors 
even in the absence of a causal link between the loans 
to the manager and the investment companies’ deposits 
because ‘‘reasonable investors could reasonably have 
deemed the relationships corrupting.”’ 


A failure to disclose material facts by one charged with 
the duty to do so is willful even in the absence of intent 
to defraud. 


Proof of intent to defraud, he/d, unnecessary in 
administrative proceedings under the Securities 
Exchange, Investment Company, and Investment 





Advisers Acts. 


Scienter requirements of Ernst & Ernst v. Hochfelder, 
425 U.S. 185 (1976), held, inapplicable to administra- 
tive proceedings initiated by the Commission. 


Though relevant to administrative proceedings initiated 
by the Commission, scienter has no bearing on the 
willful violation issues in them. It goes only to the 
sanction question. 

Advisory Contracts— Advisory Compensation 
Investment Company Managers—Compensation 
Interest-bearing Loans and Extensions of Credit 
Advisory Fees—Overpayments of 

Refunds—Failure to Make when Due 


Money—Use of as Compensation 


Brokerage—As Compensation 


Sections 15(a)(1) and 17(e)(1) of the 
Company Act Construed 


Investment 


Advisory Contracts— Requirements that all Compensa- 
tion to be Paid Thereunder be Described 


Where an investment company manager borrowed sub- 
stantial sums, on which he paid interest, from the 
banks in which the investment companies kept their 
cash, held, such loans were “compensation” to the 
manager. But they were not “compensation” for 


purposes of Section 15(a)(1) of the Investment 
Company Act. The only compensation that counts for 
purposes of Section 15(a)(1) is compensation paid by 
the investment company itself. On the other hand, such 
compensation does fall within the prohibitions of 
Section 17(e)(1) because that section reaches any com- 
pensation from any source. 


Portfolio brokerage business at customary rates of 
commission obtained by investment adviser from the 
commercial banks in which his investment companies 
kept substantial sums on deposit, he/d, compensation 
to the adviser. 


Loans and portfolio brokerage business obtained by an 
investment adviser to investment companies from the 
banks in which those companies kept substantial 
deposits, held, compensation to the adviser—but not 
prohibited by Section 17(e)(1) of the Investment 
Company Act because neither purchases nor sales of 
the investment companies’ property were involved. 
Checking accounts involve the rendition of services by 
the bank. No ‘‘property’’ interests are bought or sold. 


A certificate of deposit issued by a commercial bank is 
‘‘property’’ for purposes of Section 17(e)(1) of the 
Investment Company Act. But adverse findings, based 
on the purchase of such a certificate by a registered 
investment company whose investment adviser 
borrowed from the issuing bank, withheld, where 
causal connection between the investment company’s 
purchase of the certificate and the issuing bank’s loan 
to the investment adviser unclear. 


Where registered investment companies overpaid their 
advisory fees, where the adviser did not refund such 
excess in toto as soon as the requisite computations 
were made but did so in monthly installments with 
interest at a rate appreciably below the then prevailing 
prime rate, and where such arrangements were not 
described in the advisory contracts, held, arrange- 
ments were in willfull violation of Section 15(a)(1) of 
the Investment Company Act. 


An investment adviser who uses money that belongs to 
his investment company client receives ‘‘compensa- 
tion’’ from that client. 


A bargain rate of interest is ‘‘compensation’’ moving 
from the recipient of such interest to the party paying 
it. 


Joint or Joint and Several Participations 
Combinations 


Section 17(d) of the Investment Company Act 
Construed 


Absent a finding of a causal nexus between the loans to 
the adviser and the deposits by the investment 
companies, a showing that an investment adviser 
borrowed money from the banks in which his 
investment company clients kept large sums on 
deposit, he/d, insufficient to establish a joint 
participation between the adviser, on the one hand, and 
the investment companies, on the other, for purposes of 
Section 17(d) of the Investment Company Act and Rule 
17d-1 thereunder. 


Section 17(d) of the Investment Company Act does not 
reach every economic relationship in which a registered 
investment company is on one side and one of its 
affiliates on the other. 


Some element of combination must be shown in order 
to bring Section 17(d) of the Investment Company Act 
to bear on a particular situation. If there is such a 
combination, the section applies even though the 
investment company is not a conscious participant. 


Tender Solicitation Fees 
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Section 17(e)(1) of the Investment Company Act 
Construed 


First Multifund of America, Inc, 44 S.E.C. 680 (1971), 
Distinguished 


Where investment adviser to registered investment 
companies retained tender solicitation fees received 
from tender offerors who wanted to purchase and did 
purchase securities owned by the investment 
companies and did so without performing any 
necessary brokerage services, he/d, willful violation of 
Section 17(e)(1) of the Investment Company Act, which 
prohibits persons affiliated with registered investment 
companies from accepting any compensation (other 
than a regular salary or wages from the company) for 
the purchase or sale of any property to or for the 
company, except in the course of such person’s 
business as an underwriter or broker. 


Where an investment company needs no brokerage 
service, its affiliated person is precluded from 
collecting any brokerage fee. 


One who receives an advisory fee from an investment 
company in return for his services in formulating the 
company’s investment decisions cannot pocket a 
second fee for the very same service by posing as a 
broker. In First Multifund of America, Inc., 44 S.E.C. 
680 (1971), the investment company needed brokerage 
services in order to achieve its objective. Hence the 
affiliated broker was held entitled to compensation. In 
the tender offer situation on the other hand, the invest- 
ment company needs no broker. 


Late Filings 
Public Interest Implications 
Egregiously late filings of an investment company 


complex’s required reports have grave public interest 
implications. 


Investment Company Complexes—Intercompany 
Transactions 


Foreign Unregistered Investment Companies—Trans- 
actions with Affiliated Domestic Registered Investment 
Companies 


Section 17(a) of the Investment Company Act 
Construed 


Where a foreign unregistered investment company 
bought securities from and sold them to domestic 
registered companies that were under common control 
with it, held, transactions were in willful violation of 
Section 17(a) of the Investment Company Act. 
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Section 17(a) of the Investment Company Act prohibits 
members of an investment company complex from 
swapping securities with each other. 


Where transactions in securities among members of an 
investment company complex were in willful violation 
of Section 17(a) of the Investment Company Act and 
where no exemption was available under the Com- 
mission’s Rule 17a-7, because one of the companies 
involved was not registered under the Act, held, 
exemptive order should have been applied for and 
failure to seek it cannot be condoned. Nevertheless, 
such violations are of little weight in assessing 
sanctions because of their somewhat technical 
character, because there was no showing that violative 
conduct inflicted any harm and because they saved 
investors substantial brokerage commissions. 


Control 
Investment Companies—Sole Investment Discretion 


Investment Advisers to Investment Companie— Nature 
of the Relationship 


Independent Contractors 
Stock Ownership 


Section 2(a)(9) of the 
Construed 


Investment Company Act 


Where an investment adviser to an unregistered 
foreign investment company had sole investment 
discretion with respect to its portfolio, he/d, the adviser 
controlled the company for purposes of Section 2(a)(9) 
of the Investment Company Act. 


Control of an investment company’s portfolio is control 
of the company itself. 


An investment company’s investment adviser is almost 
always in control of his investment company client. 
That is so even where he owns none of the investment 
company’s stock and even where ultimate control is in 
the hands of others. The adviser’s controlling influence 
over his advisee does not stem from stock ownership. It 
sterns from the fact that he manages the advisee’s 
affairs and is normally the only audible voice in its 
management. 


An investment adviser is an independent contractor. 
Hence, his position with the advisee is not an ‘‘official 
position’’ for purposes of Section 2(a)(S) of the Invest- 
ment Company Act. 

Evidence 


Standard of Proof 





A preponderance of the evidence is sufficient to 
establish the truth of an allegation in an administrative 
proceeding under the federal securities statutes. 


Public Interest 


Dominant Individuals and their Corporate Instrumen- 
talities 


Corporate Respondents with Innocent Non-voting 
Shareholders 


Sanctions—Withholding of 
Jurisdiction—Reservation of 


Where an investment advisory organization’s miscon- 
duct was extremely serious, held, organization’s 
controlling person and sole voting shareholder barred 
from association with any investment adviser, 
permanently prohibited from any association with any 
registered investment company in any of the capacities 
enumerated in Section 9(b) of the Investment Company 
Act, and suspended for 12 months from association 
with any broker or dealer. But sanctions on the 
corporate respondents controlled by that person, 
withheld, inthe Commission’s discretion because of the 
lack of any pressing need for such sanctions, because 
corporate respondents had innocent non-voting share- 
holders, because putting the corporate respondents out 
of business at once would leave the controlling person 
with nothing to sell which would be inconsistent with 
the Commission’s decision to give the individual 
wrongdoer an opportunity to dispose of his interest, 
and because Commission wished to give corporate 
respondents an adequate opportunity to liberate 
themselves from the wrongdoer’s controlling influence. 
But jurisdiction reserved to impose appropriate 
sanctions on corporate respondents, should they fail to 
make required showing of liberation within the 90 days 
allotted for that purpose. 


Breach of Fiduciary Duty Involving Personal 
Misconduct—Cognizability of in Administrative Pro- 
ceedings 


Section 36(a) of the Investment Company Act 
Construed 


Section 36(a) of the Investment Company Act is a grant 
of jurisdiction to the federal courts. Hence that section 
cannot serve as the sole basis for an administrative 
proceeding. But that section is pertinent to the 
assessment of sanctions in administrative proceedings 
otherwise properly before the Commission. 


Where the record in an administrative proceeding with 
respect to an investment company manager showed 


that he had willfully violated significant substantive 
provisions of the securities statutes and also showed 
that those willful violations entailed breaches of 
“fiduciary duty involving personal misconduct,” held, 
the breach of duty element is germane in fixing the 
quantum of remedial action. 


Bar Orders 
Disqualifications 


Orders of Permanent Prohibition under Section 9(b) of 
the Investment Company Act 


Stays 


Bar orders normally become effective on issuance. But 
when appeals to the Court of Appeals are taken or 
about to be taken, the Commission gives stays of 
sufficient duration to permit applications for further 
stays to the Court of Appeals. 


Where a bar order issued against the operating head of 
an investment company management organization, 
held, effectiveness of bar stayed for 90 days to give 
investment companies’ directors adequate opportunity 
to make appropriate arrangements for the companies’ 
future and to give the barred individual an opportunity 
to dispose of his controlling interest in the advisory 
organization. 


The Commission always retains control over its own 
orders. Inherent in the power to impose disqualifica- 
tions is the power to lift or modify those disqualifi- 
cations. 

Constitutional Law 

Ex-Post-Facto Laws 

Statutory Construction 

Changes in Remedies—Retrospective Application of 
Continuing Wrongs 


Section 9(b) of the Investment Company Act Construed 


Section 203(f) of the Investment Advisers Act 
Construed 


Remedies added to the Investment Company and 
Investment Advisers Acts by amendments to those 
statutes that became effective on December 14, 1970, 
held, available in a case involving misconduct some of 
which occurred before that date because the statutory 
changes in question went solely to matters of remedy 
and had no bearing on legal rights or legal duties and 


SEC DOCKET/1045 





because much of the misconduct occurred after the 
amendments had become law. 


Constitution’s ban on ex-post-facto laws, he/d, inappli- 
cable to the retrospective application of tests of fitness 
in licensing statutes. 


APPEARANCES: 


Peter J. Nicles, of Covington & Burling, for re- 
spondents. 


Vernon J. Vander Weide and Michael A. Starr, of the 
Washington Regional Office, for the Division of En- 
forcement of the Commission. 


James C. Meers, of Corcoran, Youngman & Rowe, for 
certain investment company directors. 


David Silver and Matthew P. Fink, for the Investment 
Company Institute. 


|. INTRODUCTION 


Charles W. Steadman, an investment company 
manager, and five corporations that he heads' appeal 
from an administrative law judge’s initial decision 
adverse to them.2 The principal corporate respondent 
is Steadman Security Corporation (‘‘SSC’’). Steadman 
owns all of SSC’s voting stock. And SSC owns all of the 
stock of the other corporate respondents. Through SSC 
and SSC’s subsidiaries, Steadman manages a group of 
mutual funds. During the relevant period, that group 
consisted of: 


Steadman American Industry Fund, Inc. 
Steadman Science and Growth Fund, Inc. 
Steadman Fiduciary Investment Fund, Inc. 
Consumers Investment Fund, Inc. 
Associated Fund Trust 

Aberdeen Fund 





‘All five are registered with us. Some are registered as 
investment advisers. Others are registered as brokers and 
dealers. 


?Our Division of Enforcement is satisfied in the main 
with the initial decision. However, it too appeals. Its 
appeal brings up for review the correctness of the ad- 
ministrative law judge’s refusal to make some of the 
findings of violation for which the Division asks. Leave 
to be heard was granted to certain directors of the Stead- 
man-managed investment companies. Such leave was also 
granted to the Investment Company Institute. Briefs 
were filed, and oral argument heard. Our findings are 
based on an independent review of the record. 
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The size of the asset pool under Steadman’s 
management grew dramatically during the 1960’s. At 
its height Steadman’s investment advisory organization 
had some $250 million under management. Much of 
this growth came from acquisitions. Other investment 
advisers were bought up. The requisite capital was 
raised in the main by borrowing from commercial 
banks. The banks from which Steadman and SSC 
borrowed were also the banks in which the 
Steadman-mangaged funds kept their cash. 


These complex and protracted proceedings present 
many issues. We begin with those that arise out of the 
banking relationships to which we have just referred. 


il. BANKING RELATIONSHIPS 


By reason of his predominant role in the management 
of the funds, Steadman was in a position to choose the 
banks in which they kept their cash and to determine 
the amounts that would be kept on deposit in checking 
accounts that paid no interest.? 


Starting in December 1965, Steadman and SSC began 
borrowing from the Washington bank in which the 
Steadman Funds then kept their checking accounts. By 
mid-1968, Steadman himself owed that bank over $1 
million and SSC, although it had repaid its loans, had 
borrowed up to $200,000. During those two and a half 
years, Steadman asked the bank to direct at least 
$50,000 of that bank’s portfolio brokerage business to 
SSC’s broker-dealer subsidiary, Republic Securities 
Corporation. And Republic, a relatively small, 
unseasoned firm, actually got $25,000 a year in 
brokerage from the bank. 





3Section 17(f) of the Investment Company Act requires 
an investment company of the management type to 
place its securities and similar investments in the custody 
of a bank, a stock exchange member or itself. If a bank 
is selected as custodian, the present law requires the in- 
vestment company to keep all its cash assets in such bank 
(subject to certain exceptions). Although not required 
during the period relevant to this case, it is Steadman’s 
practice to keep the funds’ cash assets in the custodian 
bank. This practice had been recommended in our re- 
port on the Public Policy Implications of Investment 
Company Growth, H.R. Rep. No. 2337, 89th Cong., 
2d Sess., 336(1966). The terms ‘‘cash assests’’ includes, 
for example, the proceeds from the sale of portfolio 
securities, interest and dividends derived from portfolio 
securities and any judgments realized by the investment 
company. Checking accounts are used principally for 
for dividend distributions to fund shareholders, redemp- 
tions, and current expenses. 





To expand the pool of assets under his management, 
Steadman arranged to have SSC buy two more invest- 
ment advisory organizations. To finance these 
purchases, he asked the bank to lend SSC $2 million on 
an unsecured basis. But it turned him down, finding 
inadequate assurance that SSC, whose operations had 
thus far been unprofitable, would be able to repay. 
Only after retaining two prominent investment bankers 
to locate a receptive bank did Steadman find a New 
York bank willing to grant SSC the loan. 


At about the time that the loan was agreed to, 
Steadman and SSC recommended to the directors of the 
three mutual funds for which SSC was investment 
adviser that those funds transfer their bank accounts to 
the New York bank which was lending the money. The 
directors were told that the New York bank’s custodial 
fees were lower than those of the Washington bank. 
The services that the New York Bank was capable of 
supplying were also lauded. But no mention of the 
loans was made. The funds’ boards knew nothing at all 
about them when they approved the transfer.’ 


Bereft of the funds’ accounts, the Washington bank 
called its loans to Steadman. Steadman succeeded in 
getting a second Washington bank to lend him enough 
to repay the first. But by 1970, the market value of the 
collateral securing that loan had fallen materially. So 
this second Washington bank called its loan. 
Steadman got a 90-day extension. Two days later, one 
of the funds bought a 90-day certificate of deposit from 
that bank in an amount in excess of the loan. 


Faced with the need to repay the second bank’s loan at 
the end of 90 days, and also confronted by problems in 
meeting SSC’s obligations on the larger loan from the 


New York bank, Steadman and SSC sought out yet. 


another Washington which would lend them enough to 
cover both loans, that is, over $4 million. All they got 
was enough to pay off the loan from the second 
Washington bank. Shortly thereafter, this third 
Washington bank received the account of a Steadman- 
managed funds whose account had been in St. Louis. 
Again, that fund’s board was not told about the loan 
when it approved the transfer.® 





*When Steadman moved his banking business to New 
York, he asked the bank there to give Republic some 
brokerage to make up for the lost income from the 
Washington Bank. But New York bank gave Republic 
very little business. 


5 A week before the board met, Steadman wrote to the St. 
Louis bank requesting it to waive its notice period and to 
send its records to the designated Washington bank. 


Steadman said nothing about his or SSC’s loans in any 
of the materials sent to the funds’ actual or prosective 
shareholders. Nor did any report filed with us even hint 
at the loans. Yet it would, we think, have been obvious 
to anyone (let alone someone with Steadman’s 
extensive legal and financial experience®) that the 
banking relationships were of considerable moment to 
anyone trying to formulate rational decisions about the 
investment merits of the Steadman-managed funds.’ 


Steadman had a self-interest in cultivating and 
mollifying the banks from which he borrowed. That 
self-interest could have led him to keep unduly large 
sums unnecessarily idle in checking accounts to the 
banks’ benefit but to the funds’ detriment. Whether 
this actually happened or not is unimportant. 


The heart of the matter is that Steadman had disabled 





®Steadman was trained as a lawyer and practiced law 
for some years. The administrative law judge said in his 
initial decision that ‘Steadman, a lawyer, should have 
been particularly aware of the duties and responsibili- 
ties of a fiduciary.” 


7The administrative law judge’s observations quoted 
in the preceding footnote about the effect that Stead- 
man’s legal knowledge should have had on his sensitiv- 
ity to fiduciary duties applies a fortiori to the effect 
that his experience at the bar must have had on his a- 
wareness of the disclosure obligations that the federal 
securities laws impose on issuers and underwriters, Any 
lawyer whose involvement with financial matters is as 
intimate and as long as Steadman’s was knows how rig- 
orous those obligations are. Moreover, Steadman must 
or at the very least should have realized that he could 
not find shelter from that rigor under the umbrella of 
privacy. Well before the first of the loans in issue were 
made we had held in an unusually well-publicized stop 
order case that ‘‘We cannot agree. . . that disclosure of 
Glickman’s borrowings and pledges . . . would have been 
an ‘unwarranted revelation’ of Glickman’s personal af- 
fairs. An insider of a corporation that is asking the pub- 
lic for funds must, in return, relinquish various areas 
of privacy with respect to his financial affairs which 
impinge significantly upon the affairs of the company. 
That determination was made by the Congress over 
30 years ago when it expressly provided in the Securi- 
ties Act for disclosure of such matters as remuneration 
of insiders and the extent of their shareholdings in and 
the nature of their other material transactions with the 
company.” Franchard Corporation, 42 S.E.C. 163, 174 
(1964). To this passage a footnote citation (n. 29) to 
“Schedule A to the Securities Act, Paragraphs 14, 18- 
20, 24-25” was appended. 
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himself from looking at the funds’ checking account 
balances in a wholly disinterested way, with an eye 
single to the funds’ best interests® Investors had a 
right to know this. So Steadman had a duty to reveal his 
collateral banking relationships, which were such that a 
reasonable investor or prospective investor could 
reasonably have drawn adverse inferences about the 
character of the funds’ management? 


Those interested in mutual fund investment have 
hundreds of funds to choose from. Thus they need data 
enabling them to make an informed assessment of the 
comparative merits of the products offered by a host of 
competing investment advisers.'© Steadman’s prospec- 





8 The order for proceedings does not charge that the bank 
balances were excessive. Hence we do not find that they 
were. But we note that the balances were substantial. The 
unproductive balances in the New York bank at times 
exceeds $9million. 


As we said in Franchard Corporation, 42 S.E.C. 163, 
169-170 (1964): 


“Of cardinal importance in any business is the quality 
of its management. Disclosures relevant to an evaluation 
of management are particularly pertinent where, as in 
this case, securities are sold largely on the personal repu- 
tation of a company’s controlling person. The disclo- 
sures in these respects were materially deficient... 


“Evaluation of the quality of management—to whatever 
extent it is possible—is an essential ingredient of informed 
investment decision. A need so important cannot be ig- 
nored, and in a variety of ways the disclosure require- 
ments of the Securities Act furnish factual information 
to fill this need . . . To permit judgments whether the 
corporation’s affairs are likely to be conducted in the 
interest of public shareholders, the registration require- 
ments elicit information as to the interests of insiders 
shich may conflict with their duty of loyalty to the 


These observations are especially pertinent where purely 
financial institutions, so-called financial intermediaries, 
are involved. See Clark, The Soundness of Financial Insti- 
tutions, 86 Yale L.J. 1, 73(1976): “Management .. . 
integrity may be... crucially relevant.” 


1°Some think that a mutual fund is essentially the brand 
name under which an investment adviser sells its services to 
the public. See Lobell, Rights and Responsibilities in the 
Mutual Fund, 70 Yale L.J. 1258 (1961); Lobell, The Mu- 
tual Fund: A Structural Analysis, 47 Va. L. Rev. 181 
(1961). Though we consider this so-called ‘shell theory’’ an 
incomplete guide to public policy (see our 1966 report to 
the Congress on the Public Policy Implications of Invest- 
ment Company Growth (House Report No. 2337, 89th 
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tuses and reports concealed important data of that kind. 
It follows that those prospectuses and those reports 
were materially deceptive." 


Accordingly, we find, as did the administrative law 
judge, that Steadman, SSC and Republic, during the 
period from December 1965 to February 1972, willfully 
violated and willfully aided and abetted violations of the 
antifraud provisions of the Securities, Securities 
Exchange, and Investment Advisers Acts.'2 We further 
find that Steadman and SSC willfully violated or 
willfully aided and abetted violations by others of the 
Investment Company Act’s reporting and proxy-solici- 
tation provisions.'? 





Cong., 2d Sess.) at pp. 75-76), it is by no means entirely 
fallacious. Indeed, it is quite realistic. One who buys mu- 
tual fund shares is buying professional investment manage- 
ment. What could be more important to such a person than 
information that helps him appraise the extent to which a 
particular manager has enmeshed himself in conflicts of 
interest that competing managers have avoided? See 7an- 
nenbaum v. Zeller, 552 F.2d 402 (C.A. 2, 1977): “A mu- 
tual fund is a mere ‘shell,’ a pool of assets that belongs to 
the individual investors holding shares in the fund. The 
management of this asset pool is largely in the hands of an 
investment adviser, which generally originates the fund.... 
The adviser ... operates or supervises most of the fund’s 
business.” 


11 Adequate prospectuses would not only have described 
the relationships, but called attention to the bearing that 
they might have on the funds’ cash management policy. 
That is so because a Securities Act prospectus must make 
the essential facts clear to the ordinary investor. See Uni- 
versal Camera Corporation, 19 S.E.C. 648, 652 (1945). This 
means that those facts ‘‘must be presented in such form as 
to make their significance readily ascertainable.’ Franchard 
Corporation, 42 S.E.C. 163, 184 (1964). Proper prospec- 
tuses would have led at least some investors to take a crit‘- 
cal look at the size of the funds’ non-interest bearing bank 
balances, to wonder about the wisdom of paying sales loads 
(though the Steadman funds are now no-load, they were 
sold through dealers on a load basis during the relevant 
period) and management fees for the privilege of keeping 
substantial sums idle in checking accounts, and to consider 
other mutual funds that put their cash balances to produc- 
tive use by placing them in treasury bills and other money 
market instruments. 


12Section 17(a( of the Securities Act; Section 10(b) 
of the Exchange Act and Rule 10b-5 thereunder; and 
Sections 206(1) and (2) of the Investment Advisers 
Act. 


13With regard to proxy solicitations, Section 20(a) of 
the Investment Company Act and Rule 20a-1 thereun- 
der prohibit any person from soliciting or permitting 





Respondents maintain that the funds’ bank accounts 
were wholly unrelated to the loans and the brokerage 
business that went to Steadman and his investment 
advisory organization. Taking vehement exception to 
the administrative law judge’s finding that Steadman 
was continually bargaining for loans by holding out the 
funds’ checking accounts as a quid pro quo, they 
contend that the record shows only a series of coinci- 
dences that involved one bank after another and that 
went on for year after year. 


We need not and do not pass on the precise nature of 
the relationship between the funds’ deposits and the 
benefits that Steadman obtained from the banks "4 in 
which those deposits were kept! Whether the banking 
relationships were or were not corrupt is beside the 
point for present purposes. What matters is that 
reasonable investors could reasonably have deemed 
those relationships ‘‘corrupting.’’'® And that is what 





the use of his name to solicit any proxy with respect 
to any security issued by a registered investment com- 
pany unless in compliance with not only Rules 20a-2 
and 20a-3, but also rules adopted pursuant to Section 
14(a) of the Exchange Act. Rule 20a-3 requires the de- 
scription of “any material proposed transactions, to 
which the investment adviser of the investment com- 
pany or any .. . subsidiary of the investment adviser 
was or is to be a party.” And Rule 14a-9 under the Ex- 
change Act makes it unlawful to solicit proxies with 
proxy materials which contain material misstatements 
or omissions, which is what the funds did. Similar prohi- 
bitions are contained in Section 34(b) of the Investment 
Company Act for reports filed or transmitted pursuant 
to that Act. And the funds’ annual reports on Form N-1R 
and quaterly reports on Form N-10Q failed to make these 
material disclosures, as also required by Rules 30a-2 and 
30b1-1 for reports filed pursuant to Section 30 of the 
Investment Company Act and Sections 13 and 15(d) 
of the Exchange Act. 


14Consequently, we need not pass upon respondents’ 
contention that the administrative law judge improper- 
ly extracted from the documentary evidence statements 
showing that when the loans were sought, not only from 
the banks which granted them but from several which 
declined, references were made to the funds’ deposits. 


15 But it is hard to believe that there was no link at all 
between the funds’ deposits and the benefits to Stead- 
man. We note in this regard that save for one case in 
which special circimstances deprived Steadman of the 
power to disrupt a historic banking relationship that he 
had inherited from the funds’ previous adviser, Stead- 
man always saw to it that the funds kept their cash in 
banks that lent him money. 


1°CF. Mr. Justice Jackson’s opinion in Mosser v. Darrow, 


brings the antifraud provisions to bear on the affair. 


Steadman himself may have believed that his actions 
were proper, and did the funds no harm. He also may 
not have planned to cause the funds to keep cash 
unnecessarily idle in checking accounts, rather than 
investing it for the funds’ benefit. 


But Steadman had a duty to disclose the facts that 
investors and their advisers needed in order to arrive at 
their own informed judgments about: 


(A) The investment significance of his reiationships 
with the banks in which the funds’ cash was kept; and 


(B) The implications of those relationships in assessing 
the quality and the integrity of his management. 


We conclude that Steadman’s long continued practice 
of borrowing heavily from the very same commercial 
banks in which he caused the funds to keep large sums 
on deposit had a potential for subordinating the funds’ 
interests to Steadman’s need for bank loans. Hence the 
subject was of sufficient moment to create ‘“‘a 
substantial likelihood that a reasonable shareholder 
would consider it important’ in making his decision." 
Accordingly, we hold the undisclosed banking relation- 
ships ‘‘material.’’ 


The collateral banking relationships were among the 
intricacies attendant on an investment in a 
Steadman-managed fund. And the central purpose of 
the disclosure provisions of the securities statutes is to 
give investors “the means of under standing the 
intricacies of the transaction into which they are 
invited.” '® It follows that Steadman was under duty to 
bring the “complex of circumstances ...to [the 
investor’s] attention lucidly and forcefully.” '9 


True, such breaches must be found ‘‘willful’’ before we 
can take cognizance of them in a proceeding of this 





341 U.S. 267, 271(1961), where he spoke for the Court 
and observed, ‘Equity tolerates in bankruptcy trustrees 
no interest adverse to the trust. That is not because such 
interests are always corrupt but because they are always 
corrupting.” 


17TSC Industries, Inc. v. Northway, Inc., 426 U.S. 438, 
449(1976). 


18The quotation is from the House report on the bill 
that eventually became the Securities Act. H.R. Rep. 
No. 85, 73d Cong., 1st Sess. 8(1933). And as we ob- 
served of this quotation in another case not long ago, 
“The thought illumines the Exchange Act as well.’’ Mul- 
ti-Benefit Realty Fund, Securities Exchange Act Release 
No. 12195 (March 11, 1976), 9 SEC Docket 149, 154 
n. 26. 


1° Franchard Corporation, 42 S.E.C. 163, 181 (1964). 
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character. But this does not mean that those subject to 
our administrative disciplinary jurisdiction can 
immunize themselves from its impact by substituting 
their own notions about disclosure for those adopted by 
the Congress and applied by the courts.”° As the Court 
of Appeals for the Second Circuit observed in Tager v. 
S.E.C.?' and again in Lipperv. S.E.C. :22 


“It has uniformly been held that ‘wilifully’ in this 
context means intentionally committing the act which 
constitutes the violation. There is no requirement that 
the actor also be aware that he is violating one of the 
Rules or Acts.’’23 


Respondents tell us that all this is now mere history. 
They say that the Supreme Court’s decision of March 
30, 1977, in Ernst & Ernst v. Hochfelder**\aid down a 
new rule under which no adverse findings can be made 
against them under any of the antifraud sections 
because there is no evidence that they intended to 
deceive.2> But Hochfelder was a private action for 
money damages. The plaintiffs were seeking to recover 





2°See 2 Loss, Securities Regulation 1309 (2d ed. 1961); 
5 id. 3368-3374(1969 supp.). 


21344 F.2d 5(1965), affirming our decision in Sidney 
Tager (42 S.E.C. 132(1964) 


22647 F.2d 171 (C.A. 2, 1976), affirming our decision 
in Arthur Lipper Corporation, Securities Exchange Act 
Release No. 11773(October 24, 1975), 8 SEC Docket 
273, but modifying the sanctions on the two residents 
that appealed. 


23344 F.2d at 8, quoted with approval in 547 F.2d at 
180. 


24495 U.S. 185. 


25 Qur Staff, on the other hand, maintains not only that 
intent to deceive is irrelevant, but that deception itself is 
irrelevant. In its view, the collateral banking relationships 
would have run afoul of the antifraud provisions even 
if disclosed. It reasons that there was so egregious a breach 
of fiduciary duty here that Steadman could no more cure 
his trafficking in the funds’ deposits by making a clean 
breast of it than an embezzler can cure his embezzlement 
by disclosing it. The administrative law judge took this 
view. We eschew such speculations. Had the banking 
relationships been disclosed, an altogether different case 
would be presented. That case is not before us. And we 
do not decide it. 
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for nelgigent nonfeasance. Their allegations amounted 
at most to a claim that the defendant, an accounting 
firm that never made any representations to them and 
with whom they were never in privity, had carelessly 
aided and abetted someone else’s violation of the 
securities laws. Thus the question presented was 
‘‘whether a private cause of action for damages will lie 
under §10(b) and Rule 10b-5 in the absence of any 
allegation of ‘scienter’—intent to deceive, manipulate 
or defraud.’’26 The Court concluded that it could not. 
And since the plaintiffs ‘‘had proceeded on a theory of 
liability premised on negligence, specifically dis- 
claiming that Ernst & Ernst had engaged in fraud or 
intentional misconduct,’’*”? their complaint was dis- 
missed.28 


The instant case does not resemble Hochfelder. This is 
not a private action for money damages. It is a 
proceding initiated by a public authority for the 
prophylactic purpose of preventing future harm to the 
public interest.?2 Nor does this case rest solely on Rule 





26495 US. at 193. 
271d. at 215. 


281n their search for pecuniary redress, Ms. Hochfelder 
and her co-plaintiffs focused on a deep pocket at the 
outermost fringes of the scene. The plaintiffs conceded 
that they that they had not in fact relied on what the 
defendent did. Nor were the plaintiffs within the class 
to whom the defendent owed a common law duty of 
due care. 425 U.S. at 192, n. 9. Hence even in a private 
action founded solely on Rule 10b-5, the Hochfelder 
rule would not necessarily preclude a claim against some- 
one like Steadman who far from being a peripheral actor 
was at the very center of a complex web of investment 
companies, investment advisers and principal underwri- 
ters, was a fiduciary for those investment companies 
and for their shareholders, was subject to affirmative 
disclosure duties imposed by federal statute, and who 
would even at common law have been deemed subject 
to a far higher standard of care than that incumbent on 
an ordinary businessman. See Hun v. Cary, 82 N.Y. 65 
(1880); Medford Trust Co. v. McKnight(, 292 Mass. 1, 
197 N.E. 649 (1955). The Supremes Court's view seems 
in accord. Santa Fe Industries, Inc. v. Green , US: 
, 978. Ct. 1292 n. 11(1977). 


2°Cf. n. 12 to the Hochfelder opinion: “Since this case 
concerns an action for damages, we need not consider 
whether scienter is a necessary element in an action for 
injunctive relief under § 10(b) and Rule 10b-5.”’ 


We are not unmindful of the Second Circuit’s suggestion 
in Lipper v. S.E.C., 547 F.2d 171, 180-81 n. 6 (C.A. 2, 





10b-5.3° Indeed, it does not turn on 10b-5 at all.3' The 
references to that rule in the order for proceedings and 
in this opinion are merely cumulative.*2 


More could be said about our view of Hochfe/der. But 
that is unnecessary. Respondents gain nothing from 





1976), that disciplinary proceedings may be more akin 
to actions for damages than to those for injuncture re- 
lief. But it did not decide ‘‘that the Hochfelder culpa- 
bility standard applies in disciplinary proceedings.” All 
that it did was to “‘assume, arguendo,"’ that Hochfelder 
governs such proceedings. And, in any event, Lipper’s 
formulation of willfulness (see 547 F.2d at 181) would 
be more than adequately met here. 


3°Section 17(a) of the Securities Act and the provis- 
ions of the Investment Company Act cited in n. 13,su- 
pra, are independent bases for liability. 


31 Section 17(a) of the Securities Act, which has been 
in effect since 1933, makes it unlawful “(2) to obtain 
property by means of any untrue statement of a mater- 
ial fact necessary in order to make the statements made, 
in light of the circumstances under which they were 
made, not misleading; (3) to engage in any transaction, 
practice or course of business which operates as a de- 
ceit upon the purchaser.” In Hochfelder the Supreme 
Court pointed to the absence of similar language in 
Section 10(b) of the Securities Exchange Act, as dis- 
tinguished from Rule 10b-5. The Court viewed this lack 
as a significant guide to 10b-5’s scope. 425 U.S. at 214. 


We note in this regard that a contemporaneous com- 
ment on Section 17 states that it ‘makes unlawful even 
innocent acts to obtain money or property by means 
of untrue statements of material facts or omissions to 
state material facts.” Douglas and Bates, The Federal 
Securities Act of 1933, 43 Yale L.J. 171, 181(1933). 
See S.E.C. v. Van Horn, 371 F.2d 181, 185(C.A. 7, 
1966): “In view of the plain language employed by Con- 
gress, it would be presumptuous on our part to hold that 
the applicability of the clauses involved [Section 17(a) 
(2) and Section 17(a)(3) of the Securities Act] is depen- 
dent on intent to defraud.’’ Hence Hochfelder has no 
bearing on cases brought under section 17(a) of the Se- 
curities Act. S.E.C. v. World Radio Mission, Inc., 544 
F.2d 535, 541 n. 10 (C.A. 1, 1976). 


32Compare Crwo, Brourman & Chatkin, Inc., 42 S.E.C. 
938, 945(1966): “[T]he violations found with respect 
to these provisions may be viewed as cumulative.”’ 


33 However, we think it appropriate to note that we do 
not construe Hochfelder as altering the rule laid down 
in Hanly v. S.E.C., 415 F.2d 589, 597(C.A. 2, 1969) 
that “ ... proof of specific intent to defraud .. . is irrele- 
vant in broker-dealer proceedings. 


Hochfelder because the Hochfelder standard has been 
met. 


What we have here is: 

(1) a duty to reveal; plus 

(2) an intent to conceal; and 
(3) actual concealment. 


This is not a ‘‘negligence’’ case. There was no accident, 
no momentary ship, no failure to act reasonably under 
stress. These were no ordinary commercial loans. 
They were large in amount and semi-permanent in 
duration. Borrowing from the banks in which his funds 
kept their cash was a way of life for Steadman. It was 
basic to his modus operandi. So he could scarcely have 
forgotten these banking relationships. 


Steadman did not choose to testify. Hence his state of 
mind must be inferred from the circumstances. ** And 
the pertinent circumstances are these: 


(1) He concealed the loans from the funds’ directors 
and did not disclose them to investors. 


(2) He did so for many years. 


(3) Though he claims to have relied on the advice of 
counsel with respect to other matters, he makes no such 
claim with respect to his banking relationships.*° 


Accordingly, we find that Steadman and his corporate 
instrumentalities intended to deceive. Moreover, we 
agree with the respondents that intent is relevant here. 
That is so not because we consider intent pertinent to 
the willful violation issue, but because we deem it 
highly germane to determining the quantum of the 
remedial action, if any, that due regard for the public 
interest requires us to take. 





34That would probably be so even if he had testified. 
As we said in The Federal Corporation, 25 S.E.C. 227, 
230(1947): “Since it is impossible to probe into the 
the depths of a man’s mind, it is necessary in the usual 
case (that is, absent an admission) that the finding... 
be based on inferences drawn from circumstantial evi- 
dence.’ Cf. Lawrence H. Ripp, Securities Exchange Act 
Release No. 13198(January 24, 1977), 11 SEC Docket 
1555, 1556. 


35Such reliance would not negate the willful violations. 
But it is often of great mitigative weight. Steadman is 
a lawyer himself. So he may have relied on his own view 
of what the law was. If he did that, he must have real- 
ized that he was going close to the line and assuming 
serious juridical risks. 
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Steadman’s systematic, calculated and protracted con- 
cealment of his collateral banking relationships is 
enough in itself to brand him an unfit manager of other 
people’s money. Even if there were nothing to this case 
but the undisclosed collateral banking relationships, we 
should be constrained to bar Steadman from both the 
investment company and the investment advisory 
businesses. 


ll. THE BANKING RELATIONSHIPS— 
REGULATORY ASPECTS 


Our staff maintains that there is much more to the 
banking relationships than the mere failure to disclose 
them?® It says that those relationships were flatly pro- 
hibited by the Investment Company Act. Three sections 
of that statute are invoked. They are: 


(1) Section 15(a)(1) of the Investment Company Act, 
which makes it ‘‘unlawful for any person to serve or act 
as investment adviser of a registered investment 
company, except pursuant to a written contract, 
which . . . precisely describes all compensation to be 
paid thereunder” (emphasis added); 


(2) Section 17(d), which together with our Rule 17d-1 
thereunder, requires that ‘‘joint participations’’ 
between investment companies and their affiliated 
persons be first scrutinized by us ‘‘for the purpose of 
limiting or preventing participation by such registered 
or controlled company on a basis different from or less 
advantageous than such other participant’’;>” and 


(3) Section 17(e)(1), which provides that ‘‘It shall be 
unlawful for any affiliated person of a registered 
investment company, or any affiliated person of a 
registered investment company, or any affiliated 
person of such person—acting as agent, to accept from 
any source any compensation (other than a regular 
salary or wages from such registered company) for the 
purchase or sale of any property to or for such 
registered company or any controlled company thereof, 
except in the course of such person’s business as an 
underwriter or broker.’’ (Emphasis added.) 


For Section 15(a)(1)’s purposes, the loans to Steadman 
and to SSC were ‘‘compensation’’ to them. 28And the 





3®We have already touched on one of its contentions 
is this area. See n. 25, supra. 


37 The quotation is from the statute. 


38 Respndents argue that the loans were “standard com- 
mercial loans made at prevailing interests rates in accord- 


ance with standard banking practices.” They contend 
that such loans are not “‘compensation”’ to the borrower. 
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brokerage business that the banks gave Republic at 
Steadman’s instance was ‘‘compensation’’ to it, to its 
parent SSC, and to Steadman himself.?° But it does not 
follow that this was the type of compensation that had 
to be spelled out in the advisory contracts. 


Section 15(a)(1)’s command goes only to the ‘‘compen- 
sation to be paid thereunder.’’ The word ‘‘thereunder’’ 
is significant. We think that it means that the only com- 
pensation that counts for that purpose is compensation 
paid directly or indirectly by the investment company 
itself. When the authors of the Act wanted to reach 
‘fany compensation’ ‘‘from any source,’’ they said 
so.*° Accordingly, we hold that the Act did not mandate 
references to the collateral banking relationships in the 
advisory contracts.*' 


Section 17(d) and Rule 17d-1 thereunder present closer 
questions. Section 17(d) extends to ‘‘any transaction”’ 
in which a registered investment company ‘“‘is a joint or 
a joint and several participant’’ with any of its affiliated 





In support of their position they cite /mperial Financial 
Services, Inc., 42 S.E.C. 717, 728 n. 16(1965). They say 
that the loans gave them nothing by the duty to repay 
them with interest. 


We disagree. Loans are of economic benefit to those who 
receive them. Hence they are ‘“‘compensation’’ Our 1965 
Imperial decision is not to the contrary. All that the Com- 
mission held there was that a loan at 7% interest back in 
1960(when interest rates were low and 7% was an extreme- 
ly generous rate) was a “‘less clear instance of the receipt 
of compensation” than another loan involved in that 
case which bore no interest at all. The Commission did 
not hold that the 7% loan was not “compensation.” It 
simply said, ‘“‘[W]e make no finding with respect to this 
transaction.” In our view that was simply a determina- 
tion that it was unnecessary or inappropriate to reach 
the question on the record that the Commission had 
before it in /mperial (a case that was settled and in which 
the record consisted of a stipulation) and not a a hold- 
ing that an interest-bearing loan can never be deemed 
“compensation.” 


3° Respondents point out that the commissions ‘were 
earned in the course of . . . business as a broker for the 
banks and .. . paid for services actually rendered in ex- 
ecuting . . . purchase/sale transactions.’’ We agree. But 
we do not see how that deprives those commissions of 
their compensatory character. 


4° Section 17(e) (1). 


411t does not follow that such references would have 
been improper or inappropriate. Their inclusion might 
well have been desirable. 





persons, any affiliated person of such an affiliated 
person, any of its principal underwriters, or any 
affiliated person of any of its principal underwriters. 


The key phrases in this subsection are ‘‘any trans- 
action’’ and ‘‘a joint or a joint and several particpant.’’ 
The generality of this language, together with the 
paucity of judicial decisions contruing it, has led to 
considerable uncertainty as to its exact scope. The 
parties’ positions are far apart. 


The Investment Company Institute would require that 
there be a joint venture between the investment 
company and the affiliate in pursuit of profit. This is too 
narrow a construction. Section 17(d) refers to a 
participant in a joint venture and to participation which 
is either ‘‘joint’’ or ‘‘joint and several.’’ The joint 
venture concept is well known in the law. Had Congress 
intended. to limit the reach of Section 17(d) to that 
concept, it would have said so. 


As the Court of Appeals for the Second Circuit said in 
S.E.C. v. Talley Industries, Inc.,42 the leading case 
case under Section 17(d)—although not in point here on 
its facts: 


**(Ajny idea that §17(d) is limited to the typical joint 
venture in which each of the parties has a fractional 
share is negated by the point that its very life is to limit 
or prevent participation by the investment company ‘on 
a basis different from or less advantageous than that’ of 
the affiliated person.’’43 


The staff, on the other hand, would give Section 17(d) a 
very broad construction reaching most economic rela- 
tionships in which an investment company is on one 
side and one of its affiliates is on the other. That would 
make a number of the Act’s other provisions 
redundant’ We are reluctant to adopt an interpreta- 
tion so broad. That is so even though ‘‘transaction’’ is 
undoubtedly a broad term. As the Court of Appeals for 
the Second Circuit noted in Talley, “transaction” may 
mean ‘‘to prosecute negotiations; to carry on business; 
to have dealings***.’’*5 


The concept of a ‘‘joint and several’’ transaction is 





42399 F.2d 396(1968), cert, denied, 393 U.S. 1015 
(1969). 


43399 F.2d at 402. 


44Sections 17(a) and 17(e) would probably be among 
those sections. 


45399 F.2d at 402, quoting Webster’s New International 
Dictionary (2d ed.) 2688. 


unusual’® Applying the Talley principle that “some 
element of combination is required’’*’ but that a ‘‘loose 
kind of combination’’ may be sufficient on the basis of a 
liberal construction of the Act,4® three party transac- 
tions, such as those present here, would seem within 
Section 17(d)’s scope were there a causal connection 
between the funds’ deposits and Steadman’s loans. If 
the loans were a ‘‘quid pro quo”’ for the deposits, or the 
deposits a ‘‘quid pro quo’’ for the loans, the ‘‘combina- 
tion” referred to in the Talley decision would be 
present.*? The funds would be ‘‘participants’’ because 
the use of their assets would have been so significant a 
part of the total transaction. 


In the previous section we observed that ‘‘Steadman 
always saw to it that the funds kept their cash in banks 
that lent him money’’®° and that ‘‘this makes it hard to 
believe that there was no link at all between the funds’ 
deposits and the benefits to Steadman.’’>' 


So it seems highly probably that the loans and the 
deposits were related to each other5? Hence the ad- 
ministrative law judge inferred a causal connection. We 





4©Resort to the law dictionaries is not overly helpful. 
According to Black’s Law Dictionary (4th ed. 1968) 
and Ballantine’s Law Dictionary (3rd ed. 1969), ‘‘sev- 
eral’’ means, essentially, ‘not joint.’’ Joint and several 
is a procedural term, applicable primarily to contracts, 
and means in substance that a creditor acquires the op- 
tion to sue his debtors individually or as a group. 


47399 F.2d at 403. 
48 Ibid. 


49 This is not to imply that such a causal connection 
is necessary in every Section 18(d) case. It is neces- 
sary in the present case because without the partici- 
pation of the banks there would be no joint transac- 
tions between funds and Steadman. By way of contrast, 
for example, in the 7a/ley case the joint transaction was 
the purchases of General Time Corporation share by 
Talley Industries, Inc., and its affiliate, American In- 
vestors Fund, Inc. In that situation it was not neces- 
sary for the sellers of such shares to know that Talley 
and American Investors were in a joint transaction for 
there to be one. 


5°We noted that there was one exception, which in- 
volved a situation beyond Steadman’s control. 


5! Note 15, supra. 


52The contrary view leaves us with a most remarkable 
series of coincidences. 
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find it hard to say that he erred when he did so. We 
have ourselves drawn comparable inferences®? in situ- 
ations that seem analogous.™ 


On this record, however, we are disinclined to infer the 
causality needed to bring Section 17(d) to bear on this 
situation. Much of the testimony is to the contrary.55 
So questions of fact are raised.56 We do not reach them. 


When the case is viewed as a whole, it becomes 
apparent that the causality issue if far from central. The 
issues we deem crucial relate to the repsondents’ duty 
to disclose. For reasons already stated, causality has no 
bearing on that. Hence we see no pressing need to 
resolve the factual questions on which the causality 
issue turns. 


That precludes us from finding a causal nexus or a quid 
pro quo. Without this there is no basis for inferring a 
*“combination.’’ And absent some sort of ‘‘combina- 
tion,’’ however loose, adverse findings under Section 
17(d) are unwarranted. Hence we make no such 
findings. 


We come now to Section 17(e)(1). That prevented the 
respondents from accepting ‘‘from any source any 





53See, e.g., C. Gilman Johnston, 42 S.E.C. 217, 219 
(1964); Lawrence H. Ripp, Securities Exchange Act 
Release No. 13198(January 24, 1977), 11 SEC Docket 
1555, 1556. 


541m this very case, we have already drawn one with re- 
spect to Steadman’s state of mind. See text at n. 34, 
supra. 


55Some of the bankers with whom Steadman dealt testi- 
fied that in their minds there was no connection between 
the loans and the deposits. They claim to have viewed 
them as independent of each other. Their testimony is 
offset by papers that point to the opposite conclusion. 
However, the admissibility of those papers is challenged. 
So is their probative force. Finally, some of the very test- 
mony on which the respondents rely can be read favora- 
bly to the Division. Some banker-witnesses distinguished 
the loans themselves from the interest rates that they 
bore. They insisted that the /oans were unconnected 
to the deposits. But they conceded that balances on de- 
posit were normally affect interest rates. An important 
banker-witness characteriazed the determination of the 
interest rate as a “pricing decision” and testified that 
ample balances ‘‘would tend to lower the interest rate.” 


S With respect to the loans themselves, as distinguished 
from the interest rates that they bore, there is no live 


testimony that clearly supports the quid pro quo hy- 
pothesis. 
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compensation (other than a regular salary or 
wages . . . ) for the purchase or sale of any property to 
or for’’ their investment company clients. If the loans 
and the brokerage business received from the banks 
were ‘‘compensation’’ to the recipients for purposes of 
Secion 15(a)(1),5’ they were also “compensation” to 
them for purposes of Section 17(e)(1). But (save for the 
certificate of deposit purchased from a Washington 
bank,5® which we put to one side for the moment), such 
‘*compensation’’ had no nexus with the purchase or 
sale of any investment company property. 


That is obvious with respect to the brokerage 
commissions. They were generated by the banks’ 
portfolio transactions. The investment companies’ 
portfolios were uninvolved. 


What of the checking account balances? Those were the 
funds’ property. But that property was neither bought 
nor sold. Nothing was bought from the banks when 
deposits were made. Nor was anything sold to them 
when checks were written. What commercial banks sell 
to their demand depositors is services, not property.°° 


Certificates of deposit are different. They are not open 
book accounts but tangible choses in action. Banks sell 
them. And customers buy them. So the Steadman- 
managed fund that bought a 90-day certificate of 
deposit from a Washington bank purchased property 
from that bank. 


However, it is not clear that the respondents received 
any illicit compensation for that purchase. It is true that 
Steadman owed this bank a large sum. And it is also 
true that his loan came due before the certificate was 
purchased. But the loan was extended before the 
certificate was purchased. The two transactions may 
well have been related to each other. But the record is 
not clear enough on this point to warrant an adverse 
finding. Accordingly, we find nothing in the banking 
phase of the case that violated Section 17(e)(1). 


IV. ADVISORY FEES 


The advisory agreements between SSC and two of the 





57See note 38, supra. 
°8 See text following note 4, supra. 


5° Our staff argues that the funds’ contractual rights to 
custodial services from the banks were “‘property.” It 
also suggests that the custodial agreements involved the 
acquisition of space in the offices of the various banks 
for the safeguarding of securities and that the funds’ 
interests in this space were their property. These con- 
tentions are ingenious but unpersuasive. 





funds that it managed limited the advisory fee to 1% of 
the fund’s average net assets.© At the end of the fiscal 
year, it became apparent that the payments to SSC had 
exceeded that 1% maximum§®' So SSC owed the funds 
money. It had a $155,000 obligation to one fund. And it 
owed the other $105,000. 


SSC did not refund that $260,000 immediately. Instead 
it resorted to installments. These were paid monthly 
over time. Eventually, the entire $260,000 was returned 
to the funds with interest at 6% from the dates on 
which the funds’ claims ripened. 


The administrative law judge found that: 


(A) SSC’s duty to refund arose as soon as the year-end 
computations were made. 


(B) SSC was unable or unwilling to discharge that duty 
promptly because it was in serious financial straits at 
the time. 


(C) During the period that elapsed between the dates 
on which SSG became obligated to reimburse the funds 
and the date on which full reimbursement was finally 
made, SSC had the use of substantial sums that 
belonged to the funds. 


These findings are clearly correct. And we adopt them 
as our own. The long and short of the whole affair is 
that money that belonged to the funds and that they 
should have been investing for their shareholders’ 
benefit was in SSC’s coffers and was used by SSC in its 
business. 


Nothing in the advisory contracts between SSC and the 
two advisee-funds in question suggested that any 
benefits of this type would insure to SSC. In fact, such 
benefits did inure to SSC. It follows that: 


(i) SSC received compensation from the two funds in 
question that, far from being described in the advisory 
contracts with the precision required by Section 15(a)(1) 
of the Investment Company Act, was left wholly 
unmentioned. 





6°For a discussion of such limitations and their back- 
ground, see Ellis, Mutual Fund Expense Limitations, 
7 Review of Securities Regulation 932(1974). 


®1 In one case the year involved was the one that ended 
on June 30, 1970. In the other, the fiscal year closed 
on January 31, 1971. The overruns were caused by sharp 
declines in the value of the funds’ assets. Those declines 
caused the aggregate advisory fee for the whole year to 
be appreciably lower than anticipated during the course 
of the year. 


(ii) When it did that, SSC willfully violated Section 
15(a)(1), which precludes ‘‘any person’’ from acting as 
investment adviser of a registered investment company 
pursuant to a contract that does not ‘‘precisely’’ 
describe ‘‘all compensation to be paid thereunder.’’ 


(iii) SSC’s willful violations were willfully aided and 
abetted by Steadman himself, the prime mover in the 
whole affair. 


SSC’s interest payments to the investment companies 
from which it obtained these extensions of credit do not 
divest the transactions of their compensatory character. 


The central fact is that SSC very much wanted to hold 
on to the money that it was supposed to return to the 
investment companies. The installment payment 
scheme originated with SSC, not with its investment 
company cliems. We think it fairly clear that a debtor 
who is obligated to pay in full at once and who succeeds 
in inducing his creditor to accept a protracted install- 
ment schedule in lieu of the immediate full reimburse- 
ment to which the creditor is entitled reaps an economic 
benefit from the installment arrangement. Had SSC 
obtained the use of these monies without any interest at 
all, it would have received an outright gratuity from the 
investment companies. The interest payments gave the 
investment companies something of value in return for 
their forbearance. Nevertheless, that forbearance was 
of substantial economic benefit to SSC. Section 15(a)(1) 
required precise descriptions of such benefit in the 
advisory contracts ©? 


Moreover, the 6% interest rate itself involved a detri- 
ment to the investment companies that received it and a 
correlative benefit to SSC. During the relevant period, 
the prime rate was in the neighborhood of 8% *° 


So even if SSC’s obligations had been of prime quality, 
it would have been getting a bargain rate of interest 
from its investment company clients. 





62 The precise amounts of the advisoru fee overpayments 
were, of course, unknown until the fiscal years in ques- 
tion had closed. Some months earlier, however, it became 
apparent that the year-end computations would probably 
show such overpayments. The record suggests that SSC 
realized at that early date that it would be inconvenient 
for it to pay in full at once. At that time it should have 
prepared the amendments to the advisory contracts that 
were needed in order to attain its objective. Those amend- 
ments should then have been submitted to special meet- 
ings of the affected investment companies’ shareholders 
with appropriate disclosure. 


®3See Federal 
A-32, A-33. 


Reserve Bulletin, December 1970, pp. 
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Inherent in the statutory requirement that arrange- 
ments of this character be described in the advisory 
contracts with precision is the further requirement that 
they be accurately and adequately disclosed in the pro- 
spectuses of the affected investment companies and in 
their filings with us. The duty to make these disclosures 
was on Steadman and on his alter ego, SSC. Both of 
them breached that duty 54 


We have not overlooked a controversy about the 
manner in which SSC computed its advisory fee. The 
administrative law judge found that the method of 
computation used inflated the fees. But the amounts 
involved appear immaterial. And the inflation was 
temporary. 


V. TENDER SOLICITATION FEES 


In 1969, tender offers were made for certain securities 
held by three Steadman funds. The offerors paid fees to 
soliciting brokers. Steadman had his broker-dealer alter 
ego, Republic, tender the funds’ securities to the 
offerors, in return for which Republic received the 
soliciation fees. Those fees came to 2% of the value of 
the securities tendered. At first, Republic retained the 
entire 2%. Later, however, it decided that 2% was too 
much. So it gave half the fees to the tendering funds. 
The other half, i.e., 1% of the value of the securities, 
Republic kept. It reasoned that it was entitled toa 1% 
fee under Section 17(e)(2)(C) of the Investment 
Company Act, which permits a broker to collect a fee of 
up to 1% when “acting as broker’ for an investment 
company with which he is affiliated. The question for 
decision is: Was Republic ‘‘acting as broker’’ in this 
situation? 


The administrative law judge’s answer was in 
Republic’s favor. He thought that ‘‘Republic had done 
the same things that an unaffiliated broker would have 
had to do had the task been assigned to it.’’ Hence he 
found no violation of Section 17(e). 


We cannot agree. 





®4We hold, as did the administrative law judge, that those 
breaches were in willful violation of Section 17(a) of the 
Securities Act, Section 10(b) of the Securities Exchange 
Act, Rule 10b-5 under the latter section, and Sections 
206(1) and 206(2) of the Investment Advisers Act. We 
also affirm the administrative law judge’s finding that 
Steadman and SSC willfully aided and abetted the af- 
fected funds’ violations of Section 34(b) of the Invest- 
ment Company Act, which makes it ‘unlawful for any 
person to make any untrue statement of a material fact 
in any .. . document filed or transmitted pursuant to 
this title.” 
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Where no brokerage is needed, no fee may be 
collected. These fees paid were to ‘‘soliciting brokers.”’ 
Republic did no soliciting. It merely transmitted the 
tendered securities. No broker was needed for that.®° 


The decision to tender had already been made by the 
investment adviser. For making such decisions it 
received an advisory fee. It could not pocket a second 
fee for the very same service by donning its 
broker-dealer hat 5° Accordingly, we find that Republic, 
willfully aided and abetted by Steadman, willfully 
violated Section 17(e) of the Investment Company Act. 





®SHence respondents’ reliance on First Multifund of 
America, Inc., 44 S.E.C. 680(1972), is misplaced. They 
are quite right when they say that the affiliated broker 
who was there permitted to retain brokerage compen- 
sation didn’t work any harder than Republic did in this 
case. Neither case involved onerous chores. But the la- 
boriousness of the task is not the test. Brokerage ser- 
vices may be and often are essentially clerical. Nether- 
less, they may be needed. An affiliated broker who 
executes a registered investment company’s order for 
100 shares of American Telephone and Telegraph on 
the New York Stock Exchange does not have to strive 
mightily. Nevertheless, he is entitled to his commission. 
In First Multifund, a mutual fund was buying the shares 
of other mutual funds. The funds’ shares, like those of 
Steadman’s own funds during the relevant period, were 
sold only through independent broker-dealers. So any- 
one who wanted to buy those shares had to go to a 
broker. That is not so at all in the tender offer situa- 
tion. No investor needs a broker in order to tender. The 
offeror is only too happy to take the securities directly 
from the holder. He saves money that way. 


When an investment company is involved and when the 
investment company has an affiliated broker, that sav- 
ing for the offeror is a loss to the investment company. 
Hence we have pointed out that “directors and mana- 
gers of investment companies . . . may have an obliga- 
tion to name an affiliated broker to receive . . . solici- 
tation fees.’ So the interposition of Republic was quite 
proper, indeed laudable. But Republic’s retention of 
the fees was patently improper. As the release from 
which we have just quoted said, “commissions or fees 
on the tender of portfolio securities should not be re- 
tained by the affiliate but should inure to the benefit 
of the fund.’’ Securities Exchange Act Release No. 
10102, Withdrawal of Proposed Amendment to Rule 
710b-13 under the Securities Exchange Act of 1934 
(April 12, 1973), 1 SEC Docket No. 11, page 17. 


°©Provident Management Corporation, 44 S.E.C. 442, 
449(1970), a case on all fours with the instant case, 
held this practice ‘‘an impermissible form of personal 
enrichment.”” Respondents and the Investment Com- 





Vi. LATE FILINGS 


The administrative law judge found that “[t]throughout 
the period 1968 through mid-1972 the various 
Steadman affiliates, including the registered Steadman 
Funds advised by SSC, repeatedly failed to file required 
reports within the prescribed time. In many instances 
the reports were filed so late as to be of minimal value 
in serving the purposes intended by the requirements 
for filing the reports.’’®’ 


Under the management agreements between Stead- 
man’s management company and the funds, SSC was 
obligated ‘‘to maintain the books of the Fund... and 
to supervise the Fund’s relations with its custodian, 
auditors and federal and state regulatory bodies.’’ This 
included the filing of the funds’ annual reports.6® The 
annual reports of at least three funds were filed late for 
three consecutive years (1970, 1971, 1972).®° And the 





pany Institute answer that Provident is not a true pre- 
cedent because the case was uncontested and because 
the opinion was written in connection with an offer of 
settlement. That contention does not go to the validity 
of Provident’s reasoning. We think that reasoning is 
valid. And we now affirm what we said there. 


Moreover, we think that Provident has been a precedent 
since its publication back in 1970. An order that sim- 
ply accepts an offer of settlement without comment 
does not create a precedent. But Provident was not 
such a case. There we issued ‘‘an opinion stating our 
views on the issues raised. Such opinions [citations 
omitted] are written only after deliberation and anal- 
ysis akin to that reflected in our opinions in contested 
cases. Hence they are as authoritative as opinions in 
those cases.” Car! L. Shipley, Securities Exchange Act 
Release No. 10870, Investment Company Act Release 
No. 8394, Investment Advisers Act Release No. 419, 
p. 4n. 6(June 21, 1974), 4 SEC Docket 476, 479-480. 


®7No reports were filed during 1971. 


®8Section 30(a) of the Investment Company Act and 
Rules 30a-1 and 30a-2 thereunder require these reports. 


°° Reports were due in 1970, 1971 and 1972 for Fidu- 
ciary Fund and Aberdeen Fund on April 30 of each 
year, but their 1970 reports were not filed until Sep- 
tember of that year, and those for 1971 and 1972 not 
until June 1972. American Fund’s 1970 report, due 
May 31, was not filed until December,and its 1971 and 
1972 reports not until June 1972. Similarly, Associated 
Fund’s 1970 report, due January 28, was not filed until 
March 23, and its 1971 and 1972 reports not until June 
1972. 


annual reports of Steadman’s four broker-dealer firms7° 
were filed late in 1971 and 1972.7! 


Respondents concede that the reports were late.’ They 
say, however, that those due in 1972 ‘‘were filed within 
a relatively short time after their due date,’’ and that 
those due in 1973 ‘‘were all timely filed.’’ These con- 
tentions do not go to the principal problem, the 1971 
reports. 


Those were more than a year late. Respondents seek to 
excuse these lengthy delays by pointing out that finding 
an adequate replacement for the funds’ controller who 
resigned in 1971 took seven months; that the whole 
Steadman complex changed outside auditors during 
that year; and that requested extensions for the late 
broker-dealer filings were denied without explanation. 


These considerations in no way detract from the explicit 
requirements that reports be timely filed. The viola- 
tions occurred.’3 Respondents’ arguments seek to miti- 
gate. But we find them unavailing. 


Differing with respondents as to the cause of the 
delayed filings, the administrative law judge attributed 
them to Steadman’s greater interest in expansion than 
attention to proper management of existing funds.”4 He 
cited repeated advice given Steadman by his auditors 
that proper accounting functions were not being per- 





7Section 17(a) of the Exchange Act and Rule 17a-5 
thereunder require these reports. 


71 Reports for these firms were due on February 14 in 
1971 and 1972, but were not filed until May 3, 1971 
and June 19, 1972. 


72No bookkeeping or recordkeeping violations are al- 
leged. 


73Hence Steadman willfully aided and abetted the 
funds’ failure to file timely in violation of Section 30(a) 
of the Investment Company Act and rules 30a-1 and 30a-2 
thereunder. Moreover, the broker-dealers, willfully aided 
and abetted by Steadman, willfully violated Section 17(a) 
of the Exchange Act and Rule 17a-5 thereunder. 


74He commented that ‘even when the need became 
painfully apparent, Steadman refused to expand SSC’s 
managerial capability to manage properly the newly 
acquired Funds and the broker-dealers because the 
profitability of such acquisitions was predicated upon 
SSC’s ability to mange the new Funds with little or no 
increase in SSC’s personnel or other facilities.” 
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formed.?5 And he cited a bank’s termination of credit to 
Republic from Republic’s accounting problems. 


SSC’s personnel costs fell sharply in 1970. This 
suggests that Steadman was more concerned with 
keeping costs down than with maintaining the kind of 
an organization that was needed to do the job. 
Steadman chose to save money on essentials. The diffi- 
culties that this decision caused were self-created. So 
we do not see how those difficulties can possibly be 
deemed mitigative. 


To file investment company annual reports more than a 
year after they were due is to flout basic regulatory 
requirements. Steadman’s cavalier treatment of his 
reporting obligations frustrated the statutory design. 
We stressed the importance of these reports back in 
1965 when we materially revised the form on which 
they are made. At that time we said: 


“(T]he data in both reports [an expanded public portion 
and a non-public section] will materially assist the 
Commission in its inspection program and will enable 
its inspectors to do their job more effectively and in a 
shorter time. In addition, the reports will serve the 
added purpose of laying before persons responsible for 
the management and operations of investment 
companies information which will assist them to deter- 
mine more readily whether the statutory standards and 
requirements are, in fact, being complied with, and 
thus in a measure achieve a substantial degree of self- 
inspection.’’76 





751t was these auditors who were replaced during 1971. 
But before that time they had advised Steadman that 
serious deficiencies existed in SSC’s organization and 
capability to meet the increased responsibilities resul- 
ting from the expansion of the Steadman organization 
in 1967 and 1968. They pointed out that because of 
poor organization and inadequate personnel, daily ac- 
counting functions were not being performed, records 
were not being maintained, errors were going undetec- 
ted, and report deadlines were being met with difficulty. 
They emphasized that this was a serious situation which 
might in the future require notice to regulatory agencies. 


7© Investment Company Act Release No. 4151 (January 
25, 1965), p. 2. See The Scholarship Club, Inc., 43 S.E.C. 
917, 927(1968), where we denied an exemption from 
another of the reporting requirements of Section 30 of 


the Investment Company Act because “Congress bal- 
anced the need for curing the evils resulting from the 
failure to give investors full information against the ex- 
pense involved in reporting, and resolved the question 
in favor of requiring semi-annual reports.” These same 
considerations apply here in the case of annual reports 
to the Commission. See also Prudential Insurance Com- 
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The matter would be serious enough if we were dealing 
only with the respondents’ failure to file their own 
reports. But there is much more to it than that. Many of 
the reports involved were due not from them but from 
their investment company clients. They were under 
fiduciary and contractual duties to those clients to file 
the reports on time. Hence the admitted late filings 
cannot be shrugged off as mere clerical slip-ups. Their 
egregious lateness has grave public interest 
implications. 


Vil. INTERCOMPANY TRANSACTIONS 


During 1969 and 1970, Steadman Ameri-Fund, a 
foreign, unregistered investment company’? whose 
investment adviser was SSC, bought and sold securities 
directly from several registered investment companies 
for which SSC also served as investment adviser.’® Re- 
spondents assert that the administrative law judge 
erred in finding that those transactions violated Section 
17(a) of the Investment Company Act. 


Section 17(a) prohibits, absent an exemption, pur- 
chases of securities from or sales to a registered invest- 
ment company by an affiliated person of such invest- 
ment company, or by an affiliated person of such 
affiliated person. The question is whether Ameri-Fund 
was an affiliate of an affiliate of the registered funds. 


Section 2(a)(3)(C) of the Act defines ‘‘an affiliated 
person’’ of another person to include ‘‘any person 
directly or indirectly controlling, controlled by, or under 
common control with, such other person.’’ Moreover, 
an investment company’s investment adviser is always 
an affiliated person of the advisee.’? Thus SSC, as ad- 
viser to both Ameri-Fund and the registered funds, was 
an affiliated person of each of them. But Ameri-Fund 





pany of America, 41 S.E.C. 335, 356(1963), affirmed 
sub nom. Prudential Insurance Company of America v. 
S.E.C., 326 F.2d 383 (C.A. 3, 1963), certiorari denied, 
377 U.S. 953. 


77Steadman Ameri-Fund was a closed-end investment 
company formed under the law of the Netherlands 
Antilles. It grew out of an alliance between Steadman 
and five European banks, Those banks owned all of 
Ameri-Fund’s stock. 


78 Ameri-Fund, which had no officers, was managed by 
an entity called Steadman International Capital Corpor- 
ation (“‘Intercap’’). Half of Intercap’s shares were owned 
by SSC. The European banks owned the other half. 
Steadman was Intercap’s president. More important, 
Intercap delegated the management of Ameri-Fund’s 
portfolio to SSC. The governing documents gave SSC 
sole investment discretion. 


79 Section 2(a)(3)(E). 





was not an affiliated person of the registered funds with 
which it dealt. However, if Ameri-Fund were directly or 
indirectly controlled by an affiliated person of the 
registered funds, viz. SSC, Ameri-Fund would have 
been an affiliated person of an affiliated person of the 
registered funds. 


Respondents contend that SSC did not control 
Ameri-Fund®° But Ameri-Fund was simply a portfolio 
of securities. To control that portfolio (and SSC had sole 
investment discretion with respect to it) was to control 
Ameri-Fund.®' Hence SSC controlled Ameri-Fund. That 





8°Section 2(a)(9) of the Act defines “control” as “the 
power to exercise a controlling influence over the man- 
agement or policies of a company, unless such power 
is solely the result of an official position with such 
company.” 


81 Respondents’ contentions to the contrary rest in 
large measure on the patently predominant position of 
the European banks that owned all of Ameri-Fund’s 
stock. That they had ultimate control is plain. When 
dissatisfied with Steadman, they ousted him. But that 
did not happen until after the close of the relevant 
period. During that period Steadman was running A- 
meri-Fund. So he had the power to exercise a control- 
ling influence over the management or policies that 
Section 2(a)(9) equates with ‘‘control.” 


Respondents point out that when a person’s control- 
ling influence ‘‘is solely [emphasis added] the result of 
an official position with such company” (Section 2(a) 
(9)), he is not deemed to control it. This does not aid 
them. That exclusion applies to officers and directors 
because officerships and directorships are official po- 
sitions. An investment adviser, on the other hand, holds 
no “official position” by virtue of his advisership. He 
is an independent contractor. Moreover, the term “‘in- 
vestment adviser’’ is to some extent a misnomer. It is 
a time-honored misnomer enshrined in the Act which 
borrowed its vocabulary from that of the pre-1940 in- 
vestment company industry. The so-called ‘“‘adviser’’ 
is no mere consultant. He is the fund’s manager. See 
page 46 of our 1966 report on the Public Policy Im- 
plications of Investment Company Growth. House Re- 
port No. 2337, 89th Cong., 2d Sess. Hence the invest- 
ment adviser almost always controls the fund. Only in 
the very rare case where the adviser’s role is simply 
that of advising others who may or may not elect to be 
guided by his advice (and there is no contention that 
this was Ameri-Fund’s situation) can the adviser realis- 
tically be deemed not in control. 


Hence we find no substance to the respondents’ argu- 
ment that no adverse finding can be made because of the 
sentence in Section 2(a)(9), which reads: ‘‘Any person 


made Ameri-Fund an affiliated person of an affiliated 
person of the registered companies. It follows that 
Section 17(a) prohibited the swapping of securities 


between Ameri-Fund and the registered domestic 
companies 82 


We are therefore constrained to find that SSC and 
Steadman willfully aided and abetted violations of that 
section in each of the twelve instances in which they 
caused the domestic companies to buy securities from 
or sell them to Ameri-Fund.83 


Had Ameri-Fund been registered under the Act, these 
transactions would have been perfectly lawful. That is 
so because of our Rule 17a-7 under Section 17(a), which 
exempts most intra-complex swaps from the sweep of 
the statutory prohibition. Rule 17a-7 was adopted ‘‘to 
serve the interests of investors by permitting affiliated 





who does not . . . own more than 25 per centum of the 
voting securities of any company shall be presumed not 
to control such company.” That presumption is rebuttable. 
And an investment advisership is normally enough in itself 
to rebut it. The adviser’s controlling influence over his 
advisee does not stem from stock ownership. It stems from 
the fact that he manages the fund’s affairs and that his is 
normally the only audible voice in day-to-day management. 


82 Respondents have moved that all allegations regard- 
ing transactions with Ameri-Fund be dismissed because 
we earlier accepted offers of settlement from that fund 
and from Intercap. Thus, they argue, we prejudged the 
issues with respect to them. This contention is without 
merit. The order accepting the offers of settlement ex- 
pressly stated that ‘’[t]he findings herein are not bind- 
ing upon any other respondent named in the proceed- 
ings.”’ Investment Company Act Release No. 7378 
(September 22, 1972). And our press release also stated 
that our findings were based on offers of settlement. 
No prejudgment occurs when prior findings against a- 
nother respondent are based on that respondent’s of- 
fer of settlement. See Atlantic Equities Company , 43 
S.E.C. 354, 366(1967), aff'd sub nom. Hansen v. S.E.C., 
396 F.2d 694(C.A.D.C.), cert, den., 393 U.S. 847(1968). 
Moreover, the Administrative Procedure Act exempts 
the members of the Commission from the separation 
of functions requirement applicable to our staff. 5 U. 
S.C. § 554. This permits us to consider a matter in our 
administrative capacity and thereafter render a decision 
with repsect to it in our quasi-judicial capacity. See At- 
torney General’s Manual on the Administrative Procedure 
Act (1947), p. 58. Finally, as stated above, our decision 
here is based solely on the record now before us. 


835 noted earlier, Steadman was chairman of SSC’s 


board of directors and owner of all its voting stock. So 
SSC’s decisions were Steadman’s decisions. 
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registered investment companies, which previously 
may have purchased or sold securities on the open 
market in order to avoid the application procedures of 
Section 17(b) and thereby incurred duplicate brokerage 
charges, to effect such transactions with each other and 
pay no charges.’’®4 Since Ameri-Fund was not regis- 
tered, these transactions required an exemptive order 
from us. We do not condone the failure to seek such 
order ®> or orders.8 But realism requires us to take 
account of the following factors: 


(1) The rationale of Rule 17a-7 applies to these trans- 
actions. Each of them could have been effected with 
perfect legality in the open market through a broker. 
Had that been done, the net effect on investors would 
have been the same as it was. But substantial 
brokerage commissions would have been expended. 


(2) No showing has been made that any of the 
companies involved was harmed. 


These violations were somewhat technical. Hence they 
are of little weight in assessing sanctions. 


Vill. THE PUBLIC INTEREST 


A. Introduction 


The administrative law judge described the case as 
“*novel and complex.’’ That is true of many areas. But 
those are peripheral. 


The central areas are deceit and reckless disregard of 
applicable filing requirements. Both have long been 
known.®? Both are simple. And both are extremely 





8433 S.E.C. Ann. Rep. 117(1967). 


85 That failure is said to have been based on the advice 
of counsel. But no showing has been made that coun- 
sel were ever asked to opine on this point. They were 
consulted about other legal problems presented by the 
Ameri-Fund venture. Thus, for example, they advised 
Steadman that Ameri-Fund did not have to register un- 
der either the Investment Company Act or the Securi- 
ties Act. That advice appears to have been correct. But 
it had no bearing on Section 17’s reach. 


86We think that such applications would have been 
granted. And we do not believe that a succession of 
applications would have been needed. Steadman could 
have been sought an order exempting the entire class 
of transactions. Such orders are frequent under the In- 
vestment Company Act. 


87 Respondents make much of the fact that no pre- 
vious litigated case to come before us involved collat- 
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serious. We agree with the administrative law judge 
that ‘‘Strong sanctions are required to protect the 
public interest.’’®8 


They are needed for two reasons. The first is that our 
governing statutes are drawn on the premise that past 
misconduct gives rise to an inference of probable future 
misconduct. When the misconduct is as egregious as it 
is in this case, we must take effective measures to 





eral banking relationships of this type. (We have had 
other cases in that general area. But all of them were 
settled.) That does not seem especially significant. All 
that is involved here is the duty to tell the the truth. 
That the particular context in which that duty was 
breached was never dealt with in an earlier case is of 
little, if any, moment. Suppose, for example, that a- 
nother case about investment company bank accounts 
comes up next year. Suppose that, in that one, the in- 
vestment adviser simply wrote himself a check for all 
the money in the investment company’s bank account. 
Would he be heard to argue that a remedial proceeding 
based on his failure to make appropriate disclosures is 
a juridical novelty and that this absence of relevant 
precedent requires that sanctions be softened or with- 
held altogether? 


88This seems as good a place as any to deal with the 
respondents’ vitriolic attacks on the administrative 
judge. Those seem baseless to us. They say, for exam- 
ple, that his “opinion . . . is but a duplicate of the briefs 
submitted by the Division of Enforcement.’”” But the 
administrative judge found against the Division on a 
number of points. True, he happened to agree with the 
Division on the basic things. That, however, scarcely 
brands him an unfit judicial officer. Though our views 
diverge from those of the administrative judge at a 
number of points, we find his conduct of the case un- 
exceptionable. 


Nor can we agree that the administrative judge applied 
an erroneous standard of proof. He guided himself by 
the “‘preponderance of the evidence’ standard. Respon- 
dents say that the “clear and convincing’ standard con- 
trols. We think that the administrative law judge was 
right. Hence we reaffirm our prior holdings that in re- 
medial proceedings of this character a preponderance 
of the evidence is sufficient to establish the truth of 
an allegation. Norman Pollisky, 43 S.E.C. 458, 459- 
460(1967); Underhill Securities Corporation, 42 S.E.C. 
689, 695(1965); White and Weld, 3 S.E.C. 466, 539- 
540(1938). These are not criminal proceedings. Even 
if we were seeking to discipline a lawyer, the prepon- 
derance of the evidence standard would govern. Charl- 
ton v. F.T.C., 543 F.2d 903(C.A.D.C., 1976). In any e- 
vent, this burden of proof controversy is now pointless. 
Our opinion is based on the undisputed facts and on 
the inferences that we have drawn from them. 





protect investors and the public interest from future 
harm at the wrongdoer’s hands. 


The second factor that leads us to agree with the 
administrative law judge’s assessment of the quantum 
of remedial action that the public interest demands is 
the impact that the decision is likely to have on the 
welfare of investors as aclass and on the ethical climate 
of the walks of life that we regulate. Leniency in a case 
of this character is bound to encourage irresponsibility, 
cavalier attitudes toward basic disclosure obligations, 
and disregard for inconvenient filing requirements. 
That cannot be done. As the Court of Appeals for the 
Second Circuit recently noted: ‘‘The purpose of 
sanctions must be to demonstrate not only to petitioner 
but to others that the Commission will deal harshly with 
egregious cases.’’89 


B. Steadman’s Case 
So egregiously faithless a fiduciary as Steadman” can- 





891 ipper v. S.E.C., 547 F.2d 171(C.A. 2, 1976). 


°°Our conclusion that Steadman has shown himself a 
faithless fiduciary is based not on the banking relation- 
ships themselves (see n. 25, supra), but on: 


(1) Steadman’s intentional and protracted concealment of 
those relationships from the funds’ actual and prospective 
shareholders, from the funds’ independent directors, and 
from this Commission; (compare Santa Fe Industries, Inc. 
v.Green, US.  ,97S.Ct. 1292, 1299 (1977)); and 


(2) His causing his corporate instrumentalities to com- 
mit flagrant and intentional breaches of their contrac- 
tural and fiduciary duties to see to it that the funds com- 
plied strictly with their reporting obligations to us—obli- 
gations that Steadman’s instrumentalities had under- 
taken to perform for the funds and which, as Steadman 
well knew, the funds wholly incapable of performing 
for themselves. 


The boundaries of the fiduciary concept are necessar- 
ily hazy. Much often depends on the particular factual 
setting and on the precise questions presented. But some 
things are axiomatic. It seems to us that among those 
axioms is the proposition that federal statutes of gen- 
eral application are at least as binding on fiduciaries as 
they are on other people. It follows that when a fiduc- 
iary breaks laws enacted for the benefit of his cestuis 
que trust, he breaches his fiduciary duties to them. 
And that is exactly what Steadman did. Accordingly, 
we think it much too clear for argument that he en- 
gaged in acts and practices “constituting a breach of 
fiduciary duty involving personal misconduct in res- 
pect of [a] registered investment company” within the 
meaning of that phrase as used in Section 36(a) of the 
Investment Company Act. 


not be permitted to meddle further with other people’s 
money.?' Hence we agree with the administrative law 





°1We would reach the same conclusion if the Investment 
Company Act said nothing about ‘’a breach of fiduciary 
duty involving personal misconduct.’ In fact, however, 
Section 36(a) of the Investment Company Act not only 
stigmatizes such breaches, but authorizes the courts to 
enjoin persons who have committed them or who are 
about to commit them from further association with 
registered investment companies. Now it is quite true 
that, as Car/ L. Shipley, Securities Exchange Act Release 
No. 10870, Investment Company Act Release No. 8394, 
Investment Aavisers Act Release No. 419(June 20, 
1974), 4 SEC Docket 476, 478, pointed out, Section 
36 “simply authorizes the Commission to file an action 
in the Federal court and empowers the court to grant 
appropriate relief.” Hence Shipley held that ‘Section 
36 cannot serve as the sole [emphasis added] basis for 
administrative sanctions.” 


But Shipley also explained that: 


“Our conclusion that we cannot conduct an admini- 
strative disciplinary proceeding based soley upon an 
alleged violation of Section 36 does not mean that we 
have no authority to take cognizance of that section 
in a proceeding otherwise appropriately before us . [And 
this is such a proceeding.] Section 36(a) has been held 
to be more than a mere grant to the federal courts of 
jurisdication to apply common law principles. It is al- 
sO a means of enforcing the Investment Company Act. 
[At this point a footnote (n. 15 reprinted at p. 480 of 


4 SEC Docket) cited and quoted from Brown v. Bul- 
lock, 194 F. Supp. 207, 238(S.D.N.Y. 1961), affirmed 
on the other grounds, 294 F.2d 415(C.A. 2, 1961).] 
Consequently, . . . in an administrative proceeding where 
we found willful violations of some other provisions of 
the Act, we could, on the issue of what sanction was 
appropriate, consider and determine whether or not the 
respondent had committed a breach of trust involving 
personal misconduct within the meaning of Section 36.” 


For reasons developed in the foregoing extract from our 
Shipley opinion, we have the power, and indeed the 
duty, to take the status of Steadman’s conduct under 
Section 36 of the Investment Company Act into éc- 
count when we assess the sanction here. Steadman sug- 
gests that this is unfair to him because the order for 
proceedings gave him no notice that fiduciary duty 
would be an element in the case. The claim is frivolous. 
Section 36 has no substantive significance here. It goes 
only to the question of sanction. And on that question 
the range of perinent considerations is almost infinite. 
See /nternational Shareholders Services Corporation, 
Securities Exchange Act Release No. 12389A(June 8, 
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judge that Steadman must be excluded from both the 
investment company business and the investment 
advisory profession generally. Like the one from which 
the respondents appealed, our order will: 


(A) Permanently prohibit Steadman from associating 
himself with any registered investment company or any 
investment adviser to, depositor of, or principal under- 
writer for any such company in any of the capacities 
specified in Section 9(b) of the Investment Company 
Act;9? 





a 


1976), SEC Docket 821, 825-826 n. 19: ‘Assessing the 
nature of the remedial action that the public interest 
calls for under the concrete circumstances of a partic- 
ular case is a serious and an onerous task. Many factors 
(some of them more easily felt than articulated) are 
worthy of consideration .. . The range of inquiry is broad.” 


Even in a criminal case, which this is not, a defendent 
would be altogether unable to make anything out of 
the fact that the indictment failed to give him notice 
of each and every circumstance that the court might 
possibly take into account on sentencing. 


Though these proceedings are not criminal, they are in- 
tensely serious. And we take them very seriously indeed. 
But since counsel have had opportunity to argue the 
sanction questions and have in fact argued them at 
great length, we see no unfairness here. 


®2Section 9(b) reads in perinent part: 


“The Commission may . . . prohibit, conditionally or 
unconditionally, either permanently or for such period 
of time as it in its discretion shall deem appropriate in 
the public interest, any person from serving or acting 
as an employee, officer, directar, member of an advi- 
sory board, investment adviser or depositer of, or prin- 
cipal underwriter for, a registered investment company 
or affiliated person of such investment adviser, depositer 
or principal underwriter if such person—. . . (2) has will- 
fully violated any provision of the Securities Act of 1933, 
or of the Securities Exchange Act of 1934, or of title II 
of this Act [the Investment Advisers Act], or of this 
title, or of any rule or regualtion under any of such sta- 
tutes.’’ 


Section 9(b)(3) confers a like power on us with respect 
to any person who “has willfully aided, abetted, coun- 
seled, commanded, induced or procured the violation 
by any other perrson of the Securities Act of 1933, or 
of the Securities Exchange Act of 1934, or of title II 
of this Act, or of this title, or of any rule or regulation 
under any of such statutes.”’ 
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(B) Bar him from association with any investment 
adviser;°3 and 


(C) Suspend him for one year from association with any 
broker or dealer. 





°3Steadman questions our power to do this. He raises 
a comparable question about the reach of Section 9(b) 
of the Investment Company Act, quoted in the pre- 
ceding footnote. The two arguments rest on a single 
foundation. Hence we treat them together. 


Steadman correctly points out that before the Invest- 
ment Company Amendments Act of 1970(84 Stat. 
1413, et seq.) neither the Investment Company Act 
nor the Investment Advisers Act empowered us to take 
the action that we now propose to take with respect to 
him under the post-1970 versions of those statutes. 
The pre-1970 version of the Investment Company 
Act made no provision at all for administrative reme- 
dies. Our 1966 Public Policy report noted (at pp. 338- 
340) that this was an anomaly and urged a curative a- 
mendment along the lines of present Section9(b). The 
Investment Advisers Act presented a somewhat simi- 
lar situation. Though that statute authorized admini- 
strative proceedings ever since it was first enacted in 
1940, those proceedings prior to 1970 related to firms 
rather than to people. We had no administrative pow- 
er to bar anyone from association with an investment 
adviser. Nor could we suspend or limit such associa- 
tions. That was a_ significant shortcoming. Congress 
rectified it. It did so by amending the Advisers Act. 
(The Investment Company Act and Investment Advis- 
ers Acts are intimately related. Indeed, the two were 
enacted together as Title | and Title Il of the same 
bill. 54 Stat. 789(1940). So the Congress addressed it- 
self to both statutes in the Amendments Act of 1970.) 
The pertinent change in the Advisers Act was the ad- 
dition of present Section 203(f). 84 Stat. 1432. That 
empowered us to proceed against persons under the 
Advisers Act just as we had been doing under the Ex- 
change Act ever since 1964 when the Securities Amend- 
ments Act of that year revised Section 15(b) of the 
1934 statute. 


The amendments that we have just described became 
effective on December 14, 1970. Steadman reasons 
that this means that no sanctions can be imposed un- 
der either Section 9(b) of the Investment Company 
Act or Section 203(f) of the Investment Advisers Act 
for anything that happened before December 14, 1970. 
For the moment we assume, arguendo, that he is right 


about that. The result is unaffected. The order that in- 
itiated these proceedings issued on June 23, 1971, more 
than six months after the effective date of the 1970 a- 
mendments. And much of the alleged misconduct oc- 
curred after the amendments had become law. Thus, 





The administrative law judge explained that he was 
imposing ‘‘less severe sanctions . . . against Steadman 
under the Exchange Act than the maximum sanctions 
imposed upon him under the |.C.A. and the Advisers 
Acts because the violations under the last two Acts are 
deemed more significant in terms of the need for 
long-range protection of the public interest.’’ But the 
heart of this case is deception. And that deception was 
calculated and protracted. Such a propensity to deceive 
is as unsuitable in a broker or dealer as it is in an 
investment adviser or in an investment company 
manager.94 


When shall the sanctions take effect? Where we have 
found the misconduct serious enough to warrant a bar, 
the bar order normally becomes effective on issuance 95 
That seems inappropriate here. 





for example, the failures to file reports when due re- 
late to the years 1971 and 1972. With respect to those, 
Steadman gains nothing from historical references to 
the pre-December 14, 1970 deficiencies in our catalogue 
of remedies. Nor do those references aid him on the 
fraud issues, the very heat of the case. His concealments 
were continuing wrongs. They did not stop on Decem- 
ber 14, 1970. They went on far beyond that date. 


Moreover, Steadman’s premise is erroneous. He relies 
on the constitutional ban on ex post facto laws. U.S. 
CONST. art. I, § 9, cl. 3: “No... ex post facto law shall be 
passed.”” But this clause applies only to retroactive penal 
legislation. Ca/der v. Bull, 3 Dall. 386 (1978). Hence, 
it interposes no bar to the retrospective application of tests 
of fitness in licensing statutes. Hawker v. New York, 170 
U.S. 189 (1898). Moreover, Sections 9(b) and 203(f) 
effected no substantive changes. They had no effect on 
the substantive legality of the conduct here involved. The 
concealments were made illegal back in 1933. And the 
filing duties involved date back to the early years of the 
Exchange and Investment Company Acts. The changes 
that went into effect on December 14, 1970, went solely 
to matters of remedy and had no bearing on legal rights 
or legal duties. 


°4Cf Thomas E. Jackson, 


Securities Exchange Act Re- 
1975), 7 SEC Docket 193, 
194: “Although Jackson’s wrongdoing in this instance 
did not involve securities, the NASD could justifiably 
conclude that on another occasion it might.” 


lease No. 11476(June 16, 


°5But when barred or revoked respondents appeal or 
indicate that they intend to appeal to the Court of Ap- 
peals, we give stays of sufficient duration to enable them 
to seek further stays from the courts. See Nassar & Com- 
pany, Inc., Securities Exchange Act Release No. 13081 
(December 17, 1976), 11 SEC Docket 1221, 1222; Ar- 
leen W. Hughes, 27 S.E.C. 952, 956(1948). 


Steadman is the active operating head of the 
management organization. To oust him at once might 
leave the funds in difficult straits, albeit temporarily. 
We think it better to permit him to remain on board for 
90 days. That should give the funds’ directors adequate 
opportunity to make appropriate arrangements for their 
beneficiaries’ post-Steadman future. 


Another factor that leads us to deem a 90-day stay 
appropriate is our wish to be fair to Steadman himself. 
His SSC stock may well be of substantial economic 
value. We see no need to divest him of that value. The 
90-day transitional period gives him abundant time to 
find a buyer. 


C. The Corpo.ate Respondents 


Stating that he saw no reason to visit Steadman’s sins 
and those of SSC on their co-respondents, the admini- 
strative law judge tried to assess the precise culpability ° 
of each corporate repsondent. He first found SSC guilty 
of grave wrongdoing. He then predicated his 
conclusions with respect to the four SSC subsidiaries 
before him on ‘‘the number, nature and gravity of 
violations committed by each particular respondent.’’ 
Normally, we should commend that course. Every 
effort should be made in proceedings of this character 
to steer clear of even a hint of guilt by association. 


But such efforts must be tempered by realism. The 
corporate respondents in this case are all Steadman’s 
instrumentalities. That one of them happened to 
transgress more than another was mere accident. It 
suited Steadman to do things that way. 


The administrative law judge thought that SSC should 
be put out of business. Were we to agree with him 
about that, we should conclude that SSC’s wholly 
owned subsidiaries deserve the same fate. But we see 
no pressing need for any sanctions at all on either SSC 
or its children. 


It is the real parent, not SSC but Steadman himself, at 
whom the remedy must be aimed. His corporate 
children can safely be left alive for adoption by others, 
just as Steadman himself in days gone by acquired 
advisory and broker-dealer entities from people unaf- 
filiated with him. Were this the usual one-man cor- 
poration case, the result would be different. There no 
one has any real interest in the corporation other than 
its sole controlling person. Hence sanctions on him are 
normally couple with correlative sanctions on his 
corporate alter ego. 


Two factors appear to make this approach inappropriate 
here. One is SSC’s nature and function. The SSC 
organization manages what is still a fairly substantial 
investment company complex. Were that organization 
to be liberated from Steadman’s influence and were 
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contro! over it to pass to clean hands, the continued 
existence of the SSC organization would be perfectly 
compatible with the public interest.96 


Secondly, we cannot ignore SSC’s non-voting share- 
holders.2’? To revoke the corporate respondents’ 
registrations with us would be to strip them of the going 
concern value (actual and potential) of their interest. 
There is no compelling public interest reason to do that. 


Finally, the imposition of sanctions on the corporate 
respondents at this time would be inconsistent with our 
decision to give Steadman a reasonable time within 
which to dispose of his SSC stock, if he can. Were we to 
put SSC out of business now, Steadman would be left 
with nothing to sell. 


If Steadman had already sold out to a responsible and a 
competent successor, we should dismiss here and now 
as against all of the corporate respondents.°* But there 
is no assurance that such a successor will appear. So 
dismissal at this time would be patently premature. 


Having given Steadman 90 days to find a buyer, we now 
give SSC that same 90 days to liberate itself from his 
influence. If an adequate showing is made within those 
90 days that all links between SSC and Steadman have 
in fact been severed and that SSC is in new and respon- 
sible hands, we shall dismiss as to it and its subsidi- 
aries. SSC’s failure to make such a showing will 
necessitate a reassessment of the situation at the end of 
the 90-day period. Hence the order we enter this day 
will reserve jurisdicticn over the corporate respon- 
dents. 





°6Compare Arthur Lipper Corporation, Securities Ex- 
change Act Release No. 11773(October 24, 1975), 8 
SEC Docket 273, 281(1975), modified on an appeal 
by other respondents sub nom. Lipper v. S.E.C., 547 
F.2d 171(C.A. 2, 1976): “LPC’s case differs materi- 
ally from !OS‘s. IPC was a mere instrumentality. It was 
never an independent actor. Moreover, its present own- 
ers are wholly unaffiliated with IOS. It follows that a 
sanction against IPC could not possibly tend to achieve 
any remedial purpose. We therefore find it in the pub- 
lic interest to discontinue the proceedings, so far as 
they relate to IPC.” 


27Some of them may be public investors. 


°8We should also grant the applications of three cf 
them (Steadman Investment Services Corporation, 
Aberdeen Management Corporation, and Republic 
Securities Corporation) for the withdrawal of their 
registrations as brokers and dealers. In view of the po- 
sition taken in the text and in the Lipper case cited su- 
pra, we should be constrained to find that the tests 
set forth in our Rule 15b6-1(b) under the Exchange 
Act had been satisfied. 
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IX. CONCLUSION’? 
Our order will: 


(A) Bar Steadman from association with any 
investment adviser; 


(B) Prohibit him permanently'”° from serving or acting 
as an employee, officer, director, member of an 
advisory board, investment adviser or depositor of, or 
principal underwriter for, a registered investment 
company or affiliated person of such investment 
adviser, depositor, or principal underwriter; 


(C) Suspend him for one year from association with any 
broker or dealer; 


(D) Stay the effective date of the aforementioned 
sanctions for 90 days from the date hereof, thus: 


(i) facilitating an orderly transition to new manage- 
ment wholly divorced from Steadman’s influence; and 


(ii) giving Steadman himself an adequate opportunity 
to dispose of his SSC stock; 


(E) Require SSC to file a report with us about what, if 
anything, has been done to sever Steadman’s links to it;'” 





°2Some of the many contentions made have not been 
treated explicitly. This does not mean that we have ig- 
nored them. All points presented have been carefully 
considered. 


100The word “permanently” is taken from Section 9 
(b) of the Investment Company Act. However, we al- 
ways retain control over our own orders. Inherent in 
the power to issue orders of this type is the power to 
modify them. Hence “permanently” in this context 
really means “indefinitely.” The bar from association 
with any investment adviser is also of indefinite dura- 
tion. See Applications for Relief from Disqualification, 
Securities Exchange Act Release No. 11267, Invest- 
ment Company Act Release No. 8689, Investment Ad- 
visers Act Release No. 438(February 26, 1975), 6 SEC 
Docket 346. Judicial notice has been taken of our dis- 
cretionary power to lift or modify disqualifications. The 
authorities are collected in John R. Brick, Securities Ex- 
change Act Release No. 11763, Investments Advisers 
Act Release No. 483(October 24, 1975), 8 SEC Doc- 
ket 240, 247-248 n. 38, where we stated that ‘‘so-called 
lifetime bars are actually bars of indefinite duration.” 


101 This report shall be filed within 90 days from the 
date hereof and shall be accompanied by proof of ser- 
vice on our Division of Enforcement and on our Wash- 
ingten Regional Office. 





(F) Reserve jurisdiction to enter such order, further, 
and different orders with respect to the corporate 
respondents as we in our discretion may hereafter 
deem appropriate in the public interest and for the pro- 
tection of investors in light of the contents of the afore- 
mentioned report—or if no such report should be filed, 
in light of the failure to file it.'°2 


By the Commission (Chairman WILLIAMS and Com- 
missioners LOOMIS and EVANS); Commissioner 
POLLACK not participating. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13695/June 29, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 593/June 29, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9830/June 29, 1977 


Admin. Proc. File No. 3-3101 

In the Matter of 

STEADMAN SECURITY’ CORPORATION 
1730 K Street, N.W. 

Washington, D.C. 

(801-8141) 

CHARLES. W. STEADMAN 

REPUBLIC SECURITIES CORPORATION 
(8-13223) 


STEADMAN INVESTMENT SERVICES CORPORA- 
TION 


(8-14704 and 801-5679) 
THE STEADMAN CORPORATION OF AMERICA 


(8-13955) 





102 Respondents’ objections to the initial decision are 
overruled or sustained to the extent that they are incon- 
sistent or in accord with the views expressed in this 
Opinion. 


ABERDEEN MANAGEMENT CORPORATION 
(8-1867) 
ORDER IMPOSING REMEDIAL SANCTIONS 


On the basis of the Commission’s opinion issued this 
day, it is 


ORDERED that Charles W. Steadman be, and he 
hereby is, 


(1) Barred from association with any 
adviser; 


investment 


(2) Permanently prohibited from serving or acting as 
an employee, officer, director, member of an advisory 
board, investment adviser or depositor of, or principal 
underwriter for, a registered investment company or 
affiliated person of such investment adviser, depositor, 
or principal underwriter; and 


(3) Suspended for one year from association with any 
broker or dealer; and it is further 


ORDERED that the above sanctions shall become 
effective at the opening of business on October 3, 1977; 
and it is further 


ORDERED that Steadman Security Corporation be, and 
it hereby is, directed to file twelve copies of a report 
with the Secretary of the Commission (to be accom- 
panied by proof of service on the Commission’s 
Division of Enforcement and on its Washington 
Regional Office) setting forth in detail the steps, if any, 
that have been taken to sever Steadman’s links to it; 
and it is further 


ORDERED that Steadman Security Corporation file the 
aforementioned report on or before October 3, 1977; 
and it is further 


ORDERED that jurisdiction be, and it hereby is, 
reserved with respect to all of the corporate 
respondents herein to enter such order, further, and 
different orders as the Commission may in its discretion 
deem appropriate in the public interest and for the pro- 
tection of investors in light of the contents of the 
aforementioned report—or if no such report should be 
filed, in light of the failure to file it. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13696/ June 29, 1977 


Administrative Proceeding File No. 3-5214 
In the Matter of 

LOCAL FINANCE CORPORATION 
Application pursuant to Section 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until July 25, 1977 to 
request a hearing on an application by Local Finance 
Corporation (‘‘Applicant’’), pursuant to Section 12(h) of 
the Securities Exchange Act of 1934 (‘‘1934 Act’’) for 
an order exempting Applicant from the reporting 
requirements of Section 15(d) of the 1934 Act, com- 
mencing with the annual report on Form 10-K for the 
period ended December 31, 1976. 


The Company believes that, since all outstanding 
Subordinated Capital Notes, Series A, B, C, and D (the 
‘*Notes’’) were called for redemption as of January 28, 
1977, since there were only 31 holders of the Notes with 
an aggregate principal amount of $182,000 as of the 
date of the application, and since there is no trading or 
trading interest in the Notes, the filing of Section 13 
reports is not necessary for the public interest or the 
protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13697/June 29, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MUNICIPAL SECURITIES RULEMAKING 
BOARD 


File No. SR-MSRB-77-7 


The Municipal Securities Rulemaking Board submitted 
on June 28, 1977, a proposed rule change under Rule 
19b-4 to reduce, as of July 1, 1977, the underwriting 
assessment for municipal securities brokers and 
municipal securities dealers. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the Commis- 
sion may summarily abrogate such rule change if it 
appears to the Commission that such action is 
necessary or appropriate in the public interest, for 
the protection of investors, or otherwise in furtherance 
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of the purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 27, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
30 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSRB-77-7. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13698/June 29, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE CHICAGO BOARD OPTIONS EXCHANGE, 
INCORPORATED 


File No. SR-CBOE-77-15 


The Chicago Board Options Exchange, Incorporated 
(‘‘CBOE’’) submitted on June 13, 1977, a proposed rule 
change under Rule 19b-4 to establish a program for the 
trading of exchange-listed options upon Government 
securities. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 4, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute pro- 
ceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 





should be made to File No. SR-CBOE-77-15. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13699/ June 29, 1977 


NOTICE OF EFFECTIVENESS OF PROPOSED RULE 
CHANGE BY MIDWEST STOCK EXCHANGE INC. 


File No. SR-MSE-77-27 


The Midwest Stock Exchange, Inc. (‘‘MSE’’) submitted 
on June 20, 1977 a proposed rule change under Rule 
19b-4 to limit expenditures made by management by 
requiring Board approval of those expenditures in 
excess of an amount to be established by the Board of 
Governors. 


The foregoing rule change has become effective, pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
Act of 1934. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate such rule change if it appears to 
the Commission that such action is necessary or appro- 
priate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes 
of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of July 4, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission 21 
days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSE-77-27. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 


L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13700/June 29, 1977 


NOTICE OF EFFECTIVENESS OF PROPOSED RULE 
CHANGE BY MIDWEST STOCK EXCHANGE, INC. 


File No. SR-MSE-77-26 


The Midwest Stock Exchange, Inc. (‘‘MSE’’) submitted 
on. June 20, 1977 a proposed rule change under Rule 
19b-4 to redefine Finance Committee functions 
allowing the Committee more latitude in its review of 
financial plans in budgets for the Exchange and its sub- 
sidiaries. 


The foregoing rule change has become effective, pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
Act of 1934. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate such rule change if it appears to 
the Commission that any such action is necessary or 
appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes 
of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of July 4, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSE-77-26. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
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Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13701/June 29, 1977 


NOTICE OF EFFECTIVENESS OF PROPOSED RULE 
CHANGE BY MIDWEST STOCK EXCHANGE, INC. 


File No. SR-MSE-77-25 


The Midwest Stock Exchange, Inc. submitted on June 
20, 1977 a proposed rule change under 19b-4 to effect 
the creation of an Audit Committee to review the 
Exchange’s internal control and the adequacy of the 
internal audit program. 


The foregoing rule change has become effective, pur- 
suant to Section 19(b)(3)(A) of the Securities Exchange 
Act of 1934. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate such rule change if it appears to 
the Commission that such action is necessary or appro- 
priate in the public interest, for the protection of 
investors, or otherwie in furtherance of the purposes of 
the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of July 4, 1977. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
21 days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Captitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSE-77-35. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13702/June 29, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MIDWEST STOCK EXCHANGE, INC. 


File No. SR-MSE-77-19 


The Midwest Stock Exchange, Inc. submitted on June 
22, 1977 a proposed rule change under Rule 19b-4 to 
require that the Chairman of the Committee on 
Specialist Assignment and Evaluation not be affiliated 
with a broker-dealer and to delete the requirement that 
such Chairman be a public governor of the Exchange. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 4, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSE-77-19. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20089/June 24, 1977 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 70174 


(70-6012) 





ORDER RELEASING JURISDICTION 


By an order dated June 15, 1977 (HCAR No. 20073), the 
Commission authorized Louisiana Power & Light 
Company (‘‘Louisiana’’), an electric utility subsidiary 
of Middle South Utilities, Inc., a registered holding 
company, to enter into sales agreements with the 
Parishes of St. Charles and Ouachita, Louisiana 
providing for the construction, installation, equipment 
and completion by Louisiana of pollution control 
facilities in the aforesaid Parishes and for the issuance 
and sale by the Parishes of pollution control revenue 
bonds. That Order also authorized Louisiana to enter 
into a sales agreement with the Parish of St. Charles, 
Louisiana providing for the construction, installation 
equipment and completion by Louisiana of industrial 
development facilities in the aforesaid Parish and for 
the issuance and sale by the Parish of industrial 
development revenue bonds. The proceeds derived 
from the sale of each issue of bonds will be deposited 
with Trustees pursuant to Indentures to be entered into 
by the Parishes. Each Agreement provides for the sale 
of the facilities covered thereby to the Parish for cash, 
to be paid by the Trustee out of such proceeds, and for 
the simultaneous repurchase of said facilities by 
Louisiana, on an installment payment basis, for a 
repurchase price in an amount equal to the aggregate 
principal amount of the bond issue, payable by 
Louisiana in semi-annual installments over a term of 
years, with interest on the repurchase price in an 
amount equal to the interest and premium, if any, on 
said issue. Accordingly, in the order of June 15, 1977, 
the Commission reserved jurisdiction with respect to 
the installment payment obligations to be undertaken 
by Louisiana pursuant to the Agreements with the 
Parishes, insofar as such payments are affected by the 
effective interest rate or rates of the pollution control 
revenue bonds or industrial development revenue bonds 
to be sold in connection with these transactions. 


Louisiana has now filed a post-effective amendment to 
its application stating that the Parishes of St. Charles 
and Ouachita have sold, respectively, $4,000,000 and 
$1,000,000 of pollution control revenue bonds and that 
the Parish of St. Charles has sold $1,000,000 of 
industrial development revenue bonds at an interest 
rate in each case of 6.4% per annum, resulting in an 
effective interest cost to the Parishes of 6.58% per 
annum and a price to Louisiana of 97.70 per 100 par 
value. 


It is found that, under current conditions, the install- 
ment payment obligations to be undertaken by 
Louisiana in connection with the proposed transactions 
are reasonable and that all the requirements of the Act 
and the rules thereunder are satisfied. 


IT IS ORDERED that the jurisdiction reserved in the 
order of June 15, 1977, over the installment payment 
obligations to be undertaken by Louisiana be, and it 
hereby is, released and that the transactions may be 
consummated subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20090/June 24, 1977 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


MISSISSIPP! POWER & LIGHT COMPANY 
ARKANSAS POWER & LIGHT COMPANY 
ARKANSAS-MISSOURI POWER COMPANY 
LOUISIANA POWER & LIGHT COMPANY 
NEW ORLEANS PUBLIC SERVICE INC. 
MIDDLE SOUTH ENERGY, INC. 

(70-5399) 


ORDER AUTHORIZING INCREASE IN BANK 
BORROWINGS AND PROPOSED AMENDMENTS TO 
AND ASSIGNMENT OF VARIOUS AGREEMENTS 
RELATING TO CONSTRUCTION PROGRAM; RESER- 
VATION OF JURISDICTION OVER FEES 


Middle South Utilities, Inc. (‘‘MSU’’), a registered 
holding company, its wholiy-owned subsidiary, Middle 
South Energy, Inc. (‘‘MSE’’) which has been organized 
to construct and own electric generating facilities for 
the MSU system, and MSU’s above-named principal 
operating subsidiaries have filed with this Commission 
a post-effective amendment to the application-declara- 
tion in this proceeding pursuant to Sections 6(a), 7 and 
12 of the Public Utility Holding Company Act of 
1935(‘‘Act’’) regarding the following proposed 
transactions. 
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By order in this proceeding dated June 4, 1974 (HCAR 
No. 18437), MSE, among other things, was authorized, 
pursuant to a Bank Loan Agreement with 
Manufacturers Hanover Trust Company, as agent 
(‘‘Agent’’), and a group of banks (‘‘Banks’’), to issue 
and sell through December 31, 1979, up to 
$308,500,000 of notes maturing December 31, 1982. 
MSE has used the borrowings under the loan 
agreement to finance construction of the Grand Gulf 
Nuclear Electric Station Project (‘‘Grand Gulf 
Project’’). 


By further orders in this proceeding dated December 
10, 1975 (HCAR No. 19295) and August 4, 1976 (HCAR 
No. 19639), MSE was authorized (a) to enter into an 
amendment to the Bank Loan Agreement to add certain 
additional banks to the banks which are parties to such 
agreement and (b) to increase the amount to be 
borrowed thereunder to $465,000,000. In accordance 
with the Commission’s orders, MSE had borrowed, as 
of March 11, 1977, $348,500,000 from the banks. 


To enable MSE to continue construction of the Grand 
Gulf Project and for the other designated purposes, 
MSE now intends to amend and restate the terms of the 
Bank Loan Agreement and proposes to issue and sell its 
notes thereunder. The Bank Loan Agreement will be 
amended to add the Bank of America National Trust and 
Savings Association to the list of Banks which are 
parties to such agreement and to modify the commit- 
ments of the Banks which are presently parties thereto. 
The commitment of the Bank of America National Trust 
and Savings Association and the modified commit- 
ments of certain of the Banks are set forth in the form of 
Amended and Restated Bank Loan Agreement. The 
aggregate commitment under the Bank Loan 
Agreement, as it is to be amended, will be increased 
from $465,000,000 to $565,000,000. 


Under the present Bank Loan Agreement, the commit- 
ment of the banks to make loans thereunder ceases on 
December 31, 1979. MSE anticipates that it will not be 
able to utilize all of the available borrowing capacity 
under the Bank Loan Agreement by December 31, 
1979. Accordingly, MSE proposes to amend the Bank 
Loan Agreement to extend the date through which the 
Banks are committed to make loans from December 31, 
1979, to December 31, 1982. The period during which 
the commitment fee payable by MSE to the Banks on 
the unused portion of the commitments, which 
presently extends only through December 31, 1979, will 
be extended through December 31, 1982. 


In its order of June 4, 1974, the Commission also 
authorized a number of agreements relating to the 
financing, construction and operation of the Grand 
Gulf Project, including a Capital Funds Agreement 
between MSE and MSU, dated June 21, 1974, which, 
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among other things, obligates MSE to complete 
construction on the Grand Gulf Project in consideration 
for which MSU has agreed to supply MSE with such 
amounts of capital as will permit MSE to maintain a 
capitalization of at least 35% common stock equity, 
and with other funds, as specified; and an Availability 
Agreement between MSE and the MSU system 
operating companies under which MSE has agreed to 
make available to such operating companies all power 
generated by the Gran Gulf Project units, and the 
operating companies have agreed to pay certain speci- 
fied charges for such power together with other 
expenses incurred by MSE. The terms and conditions 
of the Capital Funds and Availability Agreements are 
more fully described in the Commission’s order of June 
4, 1974, and reference is made thereto. 


MSE has pending before the Commission, in another 
proceeding (File No. 70-5890), a proposal to issue and 
sell, in a negotiated offering, up to $400,000,000 of its 
intermediate term mortgage bonds to a group of 
financial institutions (see HCAR No. 19686, September 
17, 1976, and HCAR No. 19807, December 15, 1976). 
As security for MSE’s obligations on the mortgage 
bonds, the prospective bond purchasers have 
requested, among other things, that MSE pledge its 
rights under the Capital Funds and Availability Agree- 
ments and to supplement those agreements to clarify 
its obligations thereunder. Under the Bank Loan 
Agreement with the Banks, any assignment of or 
amendment to these agreements requires the prior 
consent of the Banks. It is stated that the Banks are 
willing to consent to the proposal to pledge and 
supplement the agreements if they are similarly 
secured with the prospective bond purchasers as to the 
benefits arising therefrom. 


Accordingly, it is proposed that MSE, MSU and 
Manufacturers Hanover Trust Company as Agent for 
the Banks, enter into a First Supplementary Capital 
Funds Agreement and Assignment wherein the duties 
and obligations of the parties to the Capital Funds 
Agfeement will be supplemented as follows: MSE will 
agree to construct the Grand Gulf Project and, in con- 
sideration thereof, MSU will agree to supply MSE with 
(i) such amounts of capital as may be required from 
time to time by MSE in order to maintain that portion of 
the capitalization of MSE as shall be represented by the 
aggregate of the par value of, or stated capital repre- 
sented by, the outstanding shares of all classes of 
capital stock of MSE, and the surplus of MSE, paid in, 
earned and other, if any, at an amount equal to at least 
35% of the capitalization of MSE, or at such higher per- 
centage as governmental regulatory authorities having 
jurisdiction in the premises may require; and (ii) such 
amounts of capital (in addition to (a) the capital 
heretofore made available to MSE by MSU in exchange 
for MSE’s shares of common stock, and (b) the capital 





made available to MSE at any time through incurrence 
by MSE of indebtedness for borrowed money) as shall 
be required for MSE to continue to own and to complete 
the Grand Gulf Project, to provide (without limitation) 
for pre-operating expenses and interest charges of 
MSE, to permit the commercial operation of the two 
nuclear-fueled electric generating units of the Grand 
Gulf Project, to permit the continuation of such 
commercial operation after the commencement thereof, 
and to pay in full all payments of the principal of, and 
premium, if any, and interest on indebtedness for 
borrowed money (whether due at maturity, pursuant to 
mandatory or optional prepayment, by acceleration or 
otherwise). 


If at any time MSU and MSE shall fail to agree on the 
type, or terms, of any particular security to be issued by 
MSE and sold to MSU, or if the funds available to MSE 
from any other source are insufficient to pay any 
interest or principal on borrowings under the Bank 
Loan Agreement for any reason, then MSU is obligated 
to supply to MSE such capital as is necessary in the 
form of a cash capital contribution. 


The First Supplementary Capital Funds Agreement will 
further provide that, except for the obligation of MSU 
to make cash capital contributions to MSE, the 
performance of the obligations of MSE and MSU will be 
Subject to the receipt and continued effectiveness of 


regulatory orders. MSU is unconditionally obligated to 
make the cash capital contributions to MSE whether or 
not MSU shall have received necessary authorizations 
to perform its other obligations, whether or not MSE 
shall have received necessary authorizations to perform 
its obligations, whether or not such authorizations 


continue in effect and regardless of any other 
circumstance, happening, condition or event whatso- 
ever. 


As security for payment to the Banks of interest on and 
principal of borrowings under the Bank Loan 
Agreement, MSE will assign to the Agent, and create a 
security interest in favor of the Agent in, all of MSE’s 
rights to receive cash capital contributions from MSU 
and claims related thereto. 


It is also proposed that MSE, the MSU _ system 
operating companies and the Agent enter into a First 
Assignment of Availability Agreement, Consent and 
Agreement (‘‘First Assignment’’) whereby, as security 
for payment to the Banks of interest on and principal of 
borrowings under the Bank Loan Agreement, MSE will 
assign to the Agent, and create a security interest in 
favor of the Agent in, all of MSE’s rights to receive 
moneys from the system operating companies under 
the Availability Agreement (but only in respect of Unit 
No. 1 and Unit No. 2 of the Grand Gulf Project) or 
subordinated advances under the First Assignment. 


Under the First Assignment, the obligations of each 
system operating company to make the payments to 
MSE provided in the Availability Agreement or to make 
subordinated advances to MSE provided for in the First 
Assignment are absolute and unconditional whether or 
not the system operating companies or MSE have 
received necessary authorizations or governmental 
authorities to perform any other obligation under the 
proposed First Assignment or certain other 
agreements, whether or not such authorizations remain 
in effect, whether or not the Grand Gulf Project is com- 
pleted, remains in commerical operation or is 
abandoned and regardless of force majeure, the in- 
solvency of MSE or any other circumstance or happen- 
ing whatsoever. 


Under the terms of the Supplementary Capital Funds 
Agreement and the .-irst Assignment, MSE will be able 
to secure other indebtedness, including the 
$400,000,000 of intermediate term mortgage bends it 
proposes to issue to the insurance comanies, in the 
same manner by entering into additional supple- 
mentary capital funds agreements and agreements of 
assignment of the Availability Agreement, and that 
under any such additional agreements, the holders of 
such indebtedness will be secured comparably with the 
Banks in respect to the obligations of MSU and its 
system operating companies under those agreements. 


At present, the Bank Loan Agreement does not provide 
for the reborrowing of repaid loans. MSE intends to 
apply the proceeds from the sale of its intermediate 
term mortgage bonds to reduce borrowings under the 
Bank Loan Agreement, but may wish to reborrow 
repaid loans at a later date to continue construction on 
the Grand Gulf Project. Accordingly, it is proposed that 
the Bank Loan Agreement be amended so that it is a 
revolving loan agreement, and that MSE be able to 
borrow and reborrow thereunder following any re- 
payments. 


No State or Federal commission, other than this Com- 
mission, has jurisdiction over the proposed trans- 
actions. A statement of the fees, commissions and ex- 
penses incurred by the applicants-declarants will be 
supplied by further post-effective amendment in this 
proceeding. 


Due notice of the filings of said post-effective has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19978), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that is is appropriate in the public 
interst and in the interest of investors and consumers 
that said post-effective amendment be granted and 
permitted to become effective: 
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IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said post-effective 
amendment be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the fees, com- 
missions and expenses incurred by the applicants- 
declarants in connection with the proposed trans- 
actions. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20091/June 24, 1977 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


MISSISSIPPI! POWER & LIGHT COMPANY 
ARKANSAS POWER & LIGHT COMPANY 
ARKANSAS-MISSOURI POWER COMPANY 
LOUISIANA POWER & LIGHT COMPANY 
NEW ORLEANS PUBLIC SERVICE INC. 
MIDDLE SOUTH ENERGY, INC. 


(70-5890) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
INTERMEDIATE TERM MORTAGE BONDS BY 
SUBSIDIARY GENERATION COMPANY; RESER- 
VATION OF JURISDICTION OVER FEES 


Middle South Utilities, Inc. (‘‘MSU’’), a registered 
holding company, its wholly-owned subsidiary, Middle 
South Energy, Inc. (‘‘MSE’’), which has been 
organized to construct and own electric generation 
facilities for the MSU system, and MSU’s above named 
principal operating subsidiaries have filed with this 
Commission a post-effective amendment to the appli- 


cation-declaration in this proceeding pursuant to 
Sections 6(a), 7, and 12 of the Public Utility Holding 
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Company Act of 1935 (‘‘Act’’) and Rules 42 and 50 
promulgated thereunder regarding the following pro- 
posed transactions. 


By orders dated September 17, 1976 (HCAR No. 19686) 
and December 15, 1976 (HCAR No. 19807), the 
Commission authorized MSE to issue and sell up to 
$400 million of intermediate term debt securities to a 
group of financial institutions in a negotiated private 
sale, and reserved jurisdiction with respect to the terms 
and conditions thereof. The proceeds from the sale of 
the securities will be applied to pay outstanding loans 
under MSE’s Bank Loan Agreement (see HCAR No. 
19978) and to supply MSE with a portion of the capital 
funds needed to complete construction on the Grand 
Gulf Nuclear Electric Station Project (‘‘Grand Gulf 
Project’’), a two-unit nuclear project with a total 
capability of 2,500 MW which is being built by MSE to 
supply future generating capacity for the five MSU 
operating subsidiaries. 


MSE has completed negotiations with a group of 
financial institutions and proposes to issue up to $400 
million of intermediate term mortgage bonds 
(‘‘Bonds’’) maturing 12 years from the date of issue 
and bearing interest at a rate of 9.25% per annum. The 
Bonds will be issued at 100% of their fact amount. A 
per diem commitment fee of % of 1% per ammum will 
be payable commincing on June 30, 1977, if a closing 
has not occurred. 


The financial institutions and their respective commit- 
ments to purchase the Bonds are as follows: 
Metropolitan Life Insurance Company $100,000,000 
Metropolitan Property and 

Liability Company 
Metropolitan Insurance 

and Annuity Company 
The Equitable Life Assurance 

Society of the United States 
John Hancock Mutual 

Life Insurance Company 
Aetna Life Insurance Company 
The Travelers Insurance Company 17,500,000 
The Travelers Indemnity Company 17,500,000 
Teachers Insurance and Annuity Association 

of America 25,000,000 
The Mutual Life Insurance Company 

of New York 
The Northwestern Mutual 

Life Insurance Company 
Bankers Life Company 
New England Mutual 

Life Insurance Company 
Massachusetts Mutual 

Life Insurance Company 10,000,000 
Connecticut Mutual Life Insurance Company 5,000,000 


Total $400,000,000 


6,500,000 
3,500,000 
60,000,000 


50,000,000 
35,000,000 


20,000,000 


20,000,000 
15,000,000 


15,000,000 





On June 4, 1974 (HCAR No. 18437), the Commission 
authorized MSE to acquire the Grand Gulf Project from 
Mississippi Power & Light Company, an MSU system 
operating company, and to enter into various 
agreements which would enable it to complete con- 
struction of and operate the Grand Gulf Project, in- 
cluding a Capital Funds Agreement, a Bank Loan 
Agreement and an Availability Agreement. Under the 
Capital Funds Agreement between MSU and MSE, 
MSU was authorized to acquire the initial 40,000 shares 
of MSE’s common stock. MSU is required to maintain 
the equity portion of MSE’s total capitalization at not 
less than 35% and to supply MSE with additional capi- 
tal as may be needed. Under the Bank Loan Agreement 
between MSE and a group of banks, MSE was 
authorized to borrow the additional funds needed to 
finance construction on the Grand Gulf Project. The 
Availability Agreement between MSE and the MSU 
system operating companies requires MSE to supply 
available power to the operating companies and the 
operating companies to pay various expenses of MSE. 


MSE proposes to issue its Bonds under a Mortgage and 
Deed of Trust (‘‘Mortgage’’) under which the Bond 
purchasers will be secured by a lien on substantially all 
of MSE’s property now owned or hereafter acquired 
(other than nuclear fuel). The Mortgage provides that 
the Bonds will be issuable in the aggregate principal 
amount of $400 million, provided that, at the time of 
issuance, bondable property additions shall at least 
equal $500 million. MSE will covenant to certify to the 
corporate trustee by not later than January, 1978 
additional bondable property additions equal to the 
difference between the amount which would have been 
necessary to have issued the Bonds on the basis of 65% 
of the cost of bondable property additions and the 
amount theretofore utilized for the issuance of the 
Bonds. MSE has undertaken to take the necessary 
steps, prior to the first sale to the public, through com- 
petitive bidding or a negotiated underwriting, of any 
Bonds issued under the Mortgage, to amend the 
Mortgage so as to reduce from 65% to 60% the 
maximum percentage of property additions on the basis 
of which such Bonds may be issued, and to provide for a 
15 calendar month period during which MSE’s adjusted 
net earnings are calculated for interest coverage 
purposes, in accordance with the Commission’s 
Statement of Policy. 


The Bonds are noncallable for approximately five years 
after issuance and optionally redeemable in the sixth 
year at 107% of the principal amount and at a premium 
which declines on a straight line basis thereafter to par 
in the year of maturity. The Bonds will be subject to 
redemption under a sinking fund which comences 
approximately five years from the date of issuance and 
annually thereafter on the anniversary of such date, as 
follows. 


1982 
1983 
1984 
1985 
1986 
1987 
1988 


$32,000,000 
40,000,000 
48,000,000 
48,000,000 
48,000,000 
56,000,000 
56,000,000 


As additional security to the Bond purchasers, MSE 
will assign and pledge to the trustees (‘‘Trustees’’) 
under the Mortgage, and create a security interest in 
favor of the Trustees in, all of MSE’s rights to receive 
cash capital contributions from MSU and claims related 
thereto under the Capital Funds Agreement, and of its 
rights under the Availability Agreement to receive 
moneys from the MSU system operating companies. In 
a separate proceeding (File No. 70-5399), MSU and its 
subsidiaries propose to supplement the Capital Funds 
Agreement and enlarge MSE’s rights under the 
Availability Agreement in order to enable MSE to 
assign and pledge its rights thereunder to secure the 
Banks under the Bank Loan Agreement. Reference is 
made to the post-effective amendment filed in that 
proceeding, and to HCAR No. 19978 (April 12, 1977), 
for a summary of the proposed amendments. The 
Capital Funds Agreement and Availability Agreement 
will similarly be supplemented or amended so that 
MSE may assign or pledge its rights thereunder to the 
Bond purchasers and thereby secure the Bond 
purchasers equally with the Banks. 


As supplemented, the Capital Funds Agreement will 
provide, among other things, that if at any time MSU 
and MSe shall fail to agree on the type, or terms, of any 
particular security to be issued by MSE and sold to 
MSU, or if the funds available to MSE from any other 
source are insufficient to pay any principal of, or 
premium, if any, or interest on the Bonds for any 
reason, then MSU is obligated to supply to MSE such 
capital as is necessary in the form of a cash capital 
contribution. Under the Availability Agreement, as 
supplemented, the obligations of the MSU system 
operating companies to make payments or advances 
thereunder will be absolute and unconditional and not 
contingent upon MSE or the system operating 
companies receiving necessary regulatory author- 
izations to perform any other obligations under the 
Availability Agreement, as supplemented, or under 
certain other agreements. 


A statement of the fees, commissions and expenses 
paid or incurred in connection with this transaction, 
exclusive of the previously approved fee to be paid 
Citibank, N.A., which has acted as MSE’s financial 
advisor, will be supplied by a further post-effective 
amendment. No State or Federal Commission, other 
than this Commission, has jurisdiction over the 
proposed transaction. 
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Due notice of the filing of said post-effective amend- 
ment has been given in the manner prescribed in Rule 
23 promulgated under the Act (HCAR No. 19979), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appro- 
priate in the public interest and in the interest of in- 
vestors and consumers that said post-effective 
amendment be granted and permitted to become effec- 
tive: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said post-effective 
amendment be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act. 


IT 1S FURTHER ORDERED that jurisdiction be, and 
hereby is, reserved with respect to the additional fees, 
commissions and expenses incurred in connection with 
the proposed transactions. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20092/ June 27, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13686/ June 27, 1977 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20093/June 28, 1977 


In the Matter of 

INDIANA & MICHIGAN ELECTRIC COMPANY 

2101 Spy Run Avenue 

Fort Wayne, Indiana 46801 

(70-6028) 

NOTICE OF PROPOSED SALE OF UTILITY ASSETS 
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NOTICE IS HEREBY GIVEN that Indiana & Michigan 
Electric Company (‘‘l&M’’), an electric utility subsi- 
diary company of American Electric Power Company, 
Inc. (‘‘AEP’’), a registered holding company, has filed 
a declaration with this Commission designating Section 
12(d) of the Public Utility Holding Company Act of 1935 
(‘‘Act’’) and Rule 44 promulgated thereunder as appli- 
cable to the proposed transaction. All interested per- 
sons are referred to the declaration, which is 
summarized below, for a complete statement of the 
proposed transaction. 


1&M _ proposes to sell to Radio Corporation of America 
(‘‘RCA’’), which is not affiliated with either |&M or 
AEP, certain substation facilities which are located in 
place on the premises of RCA at Marion, Indiana, and 
certain real property, consisting of approximately .8 
acre, upon which the substation facilities are situated. 
The substation facilities were constructed by |&M for 
the sole purpose of serving RCA. Under the present 
service contract RCA has the right to select a tariff 
other than that specified in the contract, Tariff Q.P., if 
RCA deems an alternate tariff to be more favorable. 
RCA has selected a tariff, Tariff 1.P., the application of 
which depends upon RCA having its own substation. 


The substation facilities to be sold include a 35.5 
KV/4KV step-down transformer installation (composed 
primarily of two 12/16/20 MVA 34.5/12/4KV trans- 
formers and associated lighting and fuse protection), 
five 4KV circuit breakers, and the substation structure 
and fencing. The proposed sales price for the sub- 
station facilities is $254,634, which is equal to current 
reproduction cost less depreciation. The original cost of 
the substation facilities was $136,050, and the original 
cost less book depreciation is $92,201. The proposed 
sales price of the land underlying the substation facili- 
ties is $1,188. Such land had an original cost of $1,169. 


The fees and expenses to be incurred by I&M in 
connection with the transaction are estimated not to 
exceed $300. It is stated that no state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 21, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said declaration 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request should 
be served personally or by mail upon the declarant at 
the above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 





date, the declaration, as filed or as it may be amended, 
may be permitted to become effective pursuant to Rule 
23 of the General Rules and Regulations promulgated 
under the Act or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem appro- 
priate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20094/June 28, 1977 


In the Matter of 


NORTHEAST UTILITIES 
West Springfield, Massachusetts 


NORTHEAST UTILITIES SERVICE COMPANY 


THE CONNECTICUT LIGHT AND 
POWER COMPANY 


THE HARTFORD ELECTRIC LIGHT COMPANY 
WESTERN MASSACHUSETTS 
ELECTRIC COMPANY 


HOLYOKE WATER POWER COMPANY 
(37-65) 


SUPPLEMENTAL ORDER AUTHORIZING A $500,000 
INCREASE IN THE SYSTEM SERVICE COMPANY’S 
LONG-TERM BANK NOTES 


Northeast Utilities (‘‘Northeast’’), a registered holding 
company, and its above-named subsidiary companies 
have filed with this Commission a_ post-effective 
amendment to the application-declaration in this pro- 
ceeding pursuant to Sections 6(a), 7, and 13(b) of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
regarding the following proposed transactions. 


By order in this proceeding dated July 30, 1969 (HCAR 
No. 16437), Northeast Utilities Service Company 
(‘‘Service Company’’) was authorized to purchase and 
inventory all materials and supplies for the central 


warehouse for its own account as a wholesaler and 
subsequently resell and deliver such supplies and 
materials to the four associate operating companies, 
when requested by them, at Service Company’s actual 
costs. To carry out this program Service Company was 
authorized to issue and sell 40-year notes (‘‘Notes’’) to 
Northeast and Northeast was authorized to acquire 
such notes. By further orders dated June 1, 1973, and 
May 28, 1976 (HCAR Nos. 17976 and 19547), Service 
Company was authorized to change its method of 
financing the central warehouse inventory by 
borrowing the funds up to $2,500,000 from a bank pur- 
suant to a loan agreement. It is stated that this pro- 
cedure has reduced the cost of financing the central 
warehouse inventory, because the cost of such bank 
loans has been considerably less than the cost of 
borrowing from Northeast. 


Service Company now proposes to amend its loan 
agreement with the bank, Hartford National Bank and 
Trust Company, to provide for the following changes: 
(1) allow for $500,000 of increased borrowings to an 
aggregate of $3,000,000 if such borrowings take place 
prior to June 30, 1977; (2) the borrowings outstanding 
may be prepaid in increments of $100,000 at any time 
without penalty; however, the same funds cannot be re- 
borrowed after June 30, 1977; (3) the interest rate 
would be the following percentages of the bank’s prime 
rate in effect from time to time for the periods 
indicated: April 1, 1977, through June 30, 1978—114%; 
July 1, 1978, through June 1, 1979—115%; and (4) 
revision of the default provisions of the loan agreement. 


Service Company, pursuant to and subject to the limita- 
tions of the provisions of the loan agreement, presently 
proposes that such bank borrowings remain out- 
standing until June 1, 1979. 


It is stated that the outstanding debt of Service 
Company at March 31, 1977, was $6,500,000. This sum 
is represented by borrowings from the parent company, 
Northeast, in the amount of $4,000,000 on the basis of 
40-year notes as authorized by the Commission and 
$2,500,000 pursuant to the aforementioned loan 
agreement. The funds representing the outstanding 
debt are used to finance the inventory and to provide 
necessary working capital for Service Company during 
the period between the performance of services by 
Service Company and reimbursement by associate 
companies for whom the services have been performed. 
Payments for these services by other systems 
companies are made on the basis of monthly billings. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions. 


Due notice of the filing of said post-effective 
amendment to the application-declaration has been 
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given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20063), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application-declaration, as amended by said 
post-effective amendment, be granted and permitted to 
become effective: 


1T 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said appli- 
cation-declaration, as amended by said post-effective 
amendment, be, and it hereby is, granted and 
permitted to become effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20095/ June 29, 1977 


In the Matter of 


YANKEE ATOMIC ELECTRIC COMPANY 
Westborough, Massachusetts 01581 


(70-6022) 
ORDER AUTHORIZING EXEMPTION FROM COM- 


PETITIVE BIDDING RELATING TO THE ISSUANCE 
AND SALE OF TERM NOTES 


Yankee Atomic Electric Company (‘‘Yankee Atomic’, 
an electric utility subsidiary company of New England 


Electric System and Northeast Utilities, registered 
holding companies, has filed an application-declaration 
with this Commission pursuant to Sections 6(b), 9(a) 
and 12(c) of the Public Utility Holding Company Act of 
1935 (‘‘Act’’) and Rules 42(b)(2) and 50(a)(5) 
promulgated thereunder regarding the following 
proposed transaction. 


Yankee Atomic proposes to issue and sell to 
institutional investors not later than December 31, 
1977, up to $10,000,000 principal amount of term notes 
ranging in maturity from two years to ten years, with an 
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average life that approximates the length of the nuclear 
fuel cycle. The net proceeds from such sale will be used 
to reduce Yankee Atomic‘s short-term debt incurred to 
finance its nuclear fuel requirements, which debt was 
$12,800,000 at March 31, 1977, and is expected to 
increase to approximately $18,900,000 by December 31, 
1977. The security for such notes could take the form of 
a lien on Yankee Atomic’s nuclear fuel during the 
various stages of the fuel cycle. 


At present Yankee Atomic has a capital structure of 
approximately 58% equity and 42% short-term debt. It 
is stated that without longer-term fixed rate financing, 
short-term debt can be expected to become even 
greater as uranium prices and pre-payments to assist 
uranium sellers have to be made. Yankee Atomic feels 
that favorable market conditions for the proposed type 
of financing now exist and that such financing would 
help minimize exposure to fluctuations in short-term 
capital market interest rates and capital availability. 


Yankee Atomic requests exemption from the 
competitive bidding requirements of Rule 50 with 
respect to the propsed issuance and sale of term notes 
pursuant to paragraph (a)(5) thereof on the grounds 
that Yankee Atomic has no securities outstanding with 
the public, the small size of the issue, its special and 
rather short maturities, its purpose of financing nuclear 
fuel and the possibility of the negotiation of the terms 
of asecurity interest in nuclear fuel necessitate the use 
of an investment banker who is familiar with the 
potential market for such notes. 


The fees and expenses to be incurred by Yankee Atomic 
in connection with the proposed transaction will be 
supplied by amendment. The Massachusetts Depart- 
ment of Public Utilities has jurisdiction over the issue 
and sale of the term notes and no other state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20061), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declar- 
ation be granted and permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said 
application-declaration be, and it hereby is, granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 





promulgated under the Act, and subject further to the 
reservation of jurisdiction ordered below. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved as to the terms and conditions of the 
term notes and as to the fees and expenses to be 
incurred in connection with the sale of the term notes. 


For the Commission, by the Division of Corporate 
Regulation. pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20096/ June 29, 1977 


In the Matter of 
NORTHEAST UTILITIES 


WESTERN MASSACHUSETTS ELECTRIC COM- 
PANY 
West Springfield, Massachusetts 


THE CONNECTICUT LIGHT AND POWER COM- 
PANY 
Berlin, Connecticut 


THE HARTFORD ELECTRIC LIGHT COMPANY 
Wethersfield, Connecticut 


(70-6016) 


ORDER APPROVING PROPOSED ISSUE AND SALE 
OF SHORT-TERM NOTES TO BANKS AND 
COMMERCIAL PAPER TO DEALERS; EXCEPTION 
FROM COMPETITIVE BIDDING, CAPITAL CONTRI- 
BUTIONS BY HOLDING COMPANY TO SUBSID- 
IARIES 


Northeast Utilities (‘‘NU’’), a registered holding 
company, and the Connecticut Light and Power 
Company (‘‘CL&P’’), The Hartford Electric Light 
Company (‘‘HELCO’’), and Western Massachusetts 
Electric Company (‘‘WWMECO’’), each a wholly-owned 
electric utility subsidiary company of NU, have filed an 
application-declaration and amendments thereto, 
pursuant to Sections 7 and 12(b) of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’) and -Rules 45 
and 50(a)(5) promulgated thereunder as applicable to 
the following proposed transactions. 


Applicants each propose to issue, from time to time 
through June 30, 1978, short-term notes to banks (to be 


named) and commercial paper to dealers in commercial 
paper. The aggregate amount of all such short-term 
indebtness at any time outstanding, whether issued to 
banks, to a dealer in commercial paper, or otherwise, 
will not exceed $35,000,000 in the case of NU, and in 
the cases of CL&P, HELCO, and WMECO aggregate 
amounts of $60,000,000, $20,000,000 and $25,000,000, 
respectively. By order dated December 11, 1973 (HCAR 
No. 18213), the Commission authorized and preferred 
shareholders subsequently approved CL&P, HELCO, 
and WMECO to continue, for a 5-year period,their 
existing authorizations to incur short-term indebted- 
ness in an amount up to but not exceeding 20% of their 
respective capitalizations. The maximum amounts set 
forth above for CL&P, HELCO and WMECO are less 
than 10% of their respective capitalizations. 


Applicants proposes to renew and extend any notes so 
issued or to refund them with similar notes issued to 
banks or to dealers on commercial paper and to issue 
and sell additional short-term notes (and to renew such 
notes) from time to time to meet portions of their capital 
requirements; provided, however, that the aggregate 
amount of all such notes of each applicant at any one 
time outstanding, including notes issued both before 
and after June 30, 1978, will at no time exceed the 
amount set forth above for each applicant. 


The notes to be issued to banks will each be dated as of 
the date of issue (no later than June 30, 1978), will have 
maximum maturity dates of nine months with right of 
renewal, will bear interest at a rate per annum not in 
excess of the prime rate or the prime rate plus a fraction 
thereof, and will be subject to prepayment at any time 
at each company’s option without premium. 


The applicants have credit lines with a number of banks 
subject in most cases to commitment fees and/or 
compensating balance requirements. In some cases 
compensating balances ranging from 10%-20% of 
credit lines are required. Based upon 6-%4% prime 
interest rate, a 10%-20% compensating balance will 
result in an effective cost of borrowing of approximately 
7.68%-8.44% per annum. 


Commercial paper will be issued and sold by each 
applicant in the form of short-term promissory notes in 
varying denominations of not less than $50,000 and not 
more than $1,000,000, bearing varying maturities of not 
more than 270 days after date of issue and not subject 
to repayment prior to maturity, The commercial paper 
will be sold directly to a dealer in commercial paper, 


Lehman Commercial Paper, Incorporated, at the 
discount rate per annum prevailing at the date 
of issuance for commercial paper of comparable quality 
and like maturity sold by public-utility issuers to 
commercial paper dealers. No commercial paper shall 
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be issued having a maturity of more than 90 days at an 
effective interest cost to the applicants which exceeds 
the effective bank interest rate at which they could 
borrow from banks an amount at least equal to the 
principal amount of such commercial paper. No 
commission or fee will be payable in connection with 
the issuance and sale of the commercial paper. The 
purchasing dealer, as principal, will reoffer the 
commercial paper to institutional investors at a 
discount not to exceed 1/8 of 1% per annum less than 
the prevailing discount rate available to applicants in 
such manner as not to constitute a public offering. The 
commercial paper will be reoffered to not more than 200 
identified and designated commercial and institutional 
customers in a nonpublic list prepared for each 
applicant in advance by the purchasing dealer. It is 
anticipated that the commercial paper will be held by 
customers to maturity, but, if such customers desire to 
resell prior to maturity, the purchasing dealer, 
pursuant to a verbal repurchase agreement, will 
repurchase the commercial paper and reoffer the same 
only to others on the list. 


WMECO presently has no commercial paper 
outstanding; however, as its financial position 
improves, partially as a result of the rate increase 
granted by the Massachusetts Department of Public 
Utilities in April, 1977, WWMECO proposes to resume 
the issue of commercial paper. In the meantime, 
WMECO will have to depend upon the availability of 
bank loans to meet its current fund requirements. 


The funds to be derived by NU from the issuance and 
sale of the bank notes and the commercial paper 
together with funds to be derived from the operation of 
ongoing Dividend Reinvestment and Common Stock 
Purchase Plan will be applied (i) to make capital 
contributions and/or open account advances during the 
period from July 1, 1977, to June 30, 1978, to CL&P and 
Northeast Nuclear Energy Company (‘‘NNEC’’), 
electric utility subsidiaries of NU, in amounts not to 
exceed $30,000,000 and $6,000,000, respectively, (ii) 
to make additional open account advances during the 
period from July 1, 1977, to June 30, 1978, to The 
Quinnehtuk Company and to Holyoke Water Power 
Company, both wholly-owned subsidiaries of NU, in 
amounts not to exceed $1,000,000 and $3,000,000, 
respectively, and (iii) to supply funds as needed to 
other subsidiary companies as heretofore or hereafter 
authorized by this Commission. All capital contri- 
butions to subsidiaries will be credited to their capital 
surplus accounts. CL&P will apply such contribution or 
advance, together with other funds available to it, to 
finance its 1977 and 1978 construction program. The 
total estimated construction expenditures of CL&P, 
HELCO, and WMECO in 1977 and 1978 are estimated 
to be $307,300,000, $105,600,000, and $54,500,000, 
respectively. NNEC will apply such contribution, 
together with other funds available to it, for nuclear 
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fuel financing during 1977 and 1978. Total expenditures 
for nuclear fuel in 1977 and 1978 are estimated to be 
$77,260,000. The funds to be derived by CL&P, 
HELCO, and WMECO from the issuance and sale of 
the bank notes and commercial paper will also be 
applied, together with other funds available to these 
companies, to finance their respective construction 
expenditures in 1977 and 1978. 


It is stated that CL&P, HELCO and WMECO will not 
necessarily apply all or any part of the net proceeds of 
any long-term financing to the repayment or reduction 
of their respective bank notes and commercial paper 
outstanding pursuant to this application-declaration. In 
the event that CL&P = and HELCO complete the 
disposition of their respective gas properties prior to 
June 30, 1978, the net proceeds of such dispositions 
shall first be applied to the repayment of their 
outstanding bank notes and commercial paper; 
provided, however, that if the net proceeds exceed the 
amount of short-term borrowings then outstanding any 
excess may be used by CL&P and/or HELCO to finance 
their respective construction programs and for other 
corporate purposes. In lieu of such application of the 
proceeds from the disposition of the gas properties, 
CL&P and HELCO may use a portion of such proceeds 
to pay a dividend to NU, such dividend to be applied by 
NU to the reduction of its short-term borrowings then 
outstanding. Any bank notes or commercial paper of 
NU, HELCO, and WMECO outstanding at June 30, 
1978, will be repaid from internal cash resources or 
from the proceeds of long-term debt or equity 
financing. 


It is further stated that Nu will not necessarily apply all 
or any part of the proceeds of any sale of its common 
shares prior to June 30, 1978 to the reduction of its out- 
standing short-term borrowings, but may use such pro- 


ceeds to provide further capital contributions or 
advances to its subsidiaries. Therefore, it is not pro- 
posed that NU‘s maximum borrowing limit as 
authorized by the Commission be reduced by the 
proceeds of any such sale of additional common shares. 
NU is presently considering the issue of additional com- 
mon shares early in 1978. 


Applicants request exception from the competitive 
bidding requirements of Rule 50 for the proposed issue 
and sale of the commercial paper pursuant to para- 
graph (a)(5) thereof on the grounds that it is not 
practicable to invite competitive bids for commercial 
paper and that current rates for commercial paper for 
prime borrowers such as the applicants are published 
daily in financial publications. Applicants also request 
authority to file certificates of notification under Rule 24 
with respect to the issue and sale of commercial paper 
within 30 days after the end of each calendar quarter. 


It is stated that no State or Federal commission, other 





than this Commission, has jurisdiction over the 
proposed transactions. There are no fees or expenses, 
other than the filing fee paid to this Commission, to be 
incurred in connection with the proposed transactions, 
except incidental services estimated at $500 in the case 
of each applicant to be performed at cost by Northeast 
Utilities Service Company, an affiliated service com- 
pany.- 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20064), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appro- 
priate in the public interest and in the interest of 
investors and consumers that said application-declara- 
tion, as amended, be granted and permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it hereby 
is, granted and permitted to become effective forth- 
with, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act, except that the 
time for filing the certification thereunder with respect 
to the proposed transactions is extended so as to allow 
filing on a quaterly basis. 


For the Commission, by the Division of Corporate 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 473/June 24, 1977 


The Securities and Exchange Commission has issued 
an order under the Trust Indenture Act of 1939 (the 
**Act’’) on an application by The Standard Oil Company 
(an Ohio corporation) (the ‘‘Applicant’’) pursuant to 
Section 310(b)(1)(ii) of the Act declaring the the trust- 
eeships of Citibank, N.A. (“Citibank”) under an in- 
denture with the Applicant and an indenture with 
Sohio/BP Trans Alaska Pipeline Finance Inc. (which 
name has since been changed to Sohio/BP Trans 
Alaska Pipeline Capital Inc.), a Delaware corporation, 
is not so likely to involve a material conflict of interest 


as to make it necessary to disqualify Citibank from 
acting as trustee under one of such indentures. 





INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9825/ June 27, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13686/ June 27, 1977 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9826/ June 27, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 592/June 27, 1977 


Administrative Proceeding File No. 3-5079 
In the Matter of 


RESERVE MANAGEMENT CORPORATION 
(801-10094) 


HENRY B. R. BROWN 
BRUCE R. BENT 
810 Seventh Avenue 


New York, New York 10019 


FINDINGS AND ORDER 
SANCTIONS 


IMPOSING REMEDIAL 


In these proceedings under the Investment Company 
Act of 1940 (‘‘Investment Company Act’’) and the In- 
vestment Advisers Act of 19¢°,' Reserve Management 
Corporation (‘‘RMC’’), Henry 8. R. Brown (‘‘Brown’’) 
and Bruce R. Bent (‘‘Bent’’) (hereinafter collectively 
“Respondents”), without admitting or denying the al- 
legations of the order for proceedings, have submitted 
an offer of settlement which the Commission has 
determined to accept. 


In their offer of settlement, Respondents consent to the 


1In the matter of Reserve Management Corporation, 
et al., instituted on August 12, 1976. 
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entry of an order suspending RMC’s investment 
adviser registration and suspending Respondents from 
association with an investment adviser or investment 
company for a period of 60 days provided that the 
imposition of such sanctions shall be suspended if, for a 
period of three years, Respondents comply with certain 
undertakings. Respondents undertake, among other 
things: (i) to use their best efforts to cause The Reserve 
Fund, Inc., a registered investment company, to take 
certain steps including establishing a review committee 
of disinterested directors, electing or appointing an 
additional disinterested director acceptable to our New 
York Regional Office (‘‘NYRO’’), and employing an 
in-house counsel acceptable to our NYRO; and (ii) to 
file periodic reports containing certain information with 
our NYRO. Respondents further consent to the entry of 
an order by the Commission suspending RMC’s regis- 
tration and suspending Respondents from association 
with an investment adviser or investment company for 
a period of twelve months if, during the next three 
years, Respondents violate any provision of the federal 
securities laws or fail or cease to comply with their 
undertakings. 


On the basis of the order for proceedings and the offer 
of settlement, it is found that Brown and Bent willfully 
caused, aided and abetted willful violations by RMC of 
Section 15(a) of the Investment Company Act, RMC, 
Brown and Bent willfully caused, aided and abetted vi- 
olations of Section 15(c) and 32(a) of the Investment 
Company Act and RMC, Brown and Bent willfully vio- 
lated and willfully aided and abetted violations of 
Section 20(a) and 34(b) of the Investment Company Act 
and Rule 20a-1 thereunder, and that it is in the public 
interest to impose the sanctions specified in the offer of 
settlement. 


Accordingly, IT 1S ORDERED that, for a period of 60 
days: 


1. The registration of RMC as an investment adviser 
be, and it hereby is, suspended; 


2. Brown and Bent be, and they hereby are, suspended 
from being associated v. th any investment adviser; and 


3. RMC, Brown and ent be, and they hereby are, 
prohibited from serving or acting as an employee, of- 
ficer, director, member of an advisory board, 
investment adviser or depositor of, or principal under- 
writer for, any registered investment company or 
affiliated person of such investment adviser, depostior 
or principal underwriter, 


provided that such s<nctions be, and they hereby are, 
suspended and not imposed if, for a period of three 
years from the date of this order, RMC, Brown and 
Bent comply, in all material respects, with all of the 
undertakings set forth in their offfer of settlement, and 
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IT IS FURTHER ORDERED that, for the purposes of 
convening a hearing to determine whether Respon- 
dents have failed or ceased to comply with their 
undertakings and whether the sanctions specified in 
their offer of settlement should be imposed, the 
jurisdiction of the Commission over this matter be, and 
it hereby is, retained until three years and 90 days from 
the date of this order and such additional time as may 
be necessary to resolve or adjudicate any issues raised 
at such hearing. 


By the Commission. 


George’A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9827/ June 27, 1977 


In the Matter of 


EDPR SHAREHOLDERS’ RETENTION TRUST 
C/o John W. Belash 

Gaston Snow & Ely Bartlett 

One Federal Street 

Boston, Massachusetts 02110 


(812-4136) 


NOTICE OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 17(b) OF THE ACT AND 
RULE 17d-1 THEREUNDER EXEMPTING PROPOSED 
TRANSACTION FROM THE PROVISIONS OF 
SECTION 17(a) AND PERMITTING SUCH TRANS- 
ACTION 


NOTICE IS HEREBY GIVEN that EDPR Shareholders’ 
Retention Trust (‘‘Applicant’’), a registered investment 
company, filed an application on May 17, 1977, and 
amendments thereto on June 15, 1977 and June 22, 
1977, pursuant to Section 17(b) of the Investment 
Company Act of 1940 (‘‘Act’’), for an order exempting 
the proposed extension and modification of an option 
held by Applicant to purchase certain securities from 
EDP Resources, Inc. (‘‘Resources’’) from the 
provisions of Section 17(a) of the Act and, pursuant to 
Rule 17d-1 under the Act, for an order permitting such 
transaction. All interested persons are reférred to the 
application on file with the Commission for a statement 
of the representations contained therein, which are 
summarized below. 





Applicant is a trust organized and existing under the 
laws of New York pursuant to a declaration of trust 
made as of December 13, 1973 by Howard T. Bahse, W. 
Bryan Satterlee, Jr. and Allan W. Steere (the 
‘‘Trustees’’). It was granted a conditional order 
(Investment Company Act Release No. 8217, January 
31, 1974), pursuant to Section 6(c) of the Act, exempt- 
ing it from all the provisions of the Act except Sections 
8(a), 17, and 36. 


Applicant was established for the benefit of 
shareholders of Resources, whose shares were 
purchased a tender offer made by Greyhound 
Computer Corporation, the present parent of 
Resources. At the closing in 1974, Applicant was given 
an option, exercisable until February 4, 1977, to 
purchase from Resources certain stock of Tele/Re- 
sources, Inc. (“T/R”) and lomec, Inc. for a price of 
$652,500. The stock of lomec, Inc. was subsequently 
acquired by Data 100 Corporation (“Data 100”), 
causing shares of Data 100 to be substituted for the 
lomec, Inc. shares. 


Applicant represents that such option was its only 
significant asset and was not exercised because the 
equity interests represented by the option did not have 
sufficient value to enable the Trustees to borrow or 
otherwise obtain the cash needed to pay the exercise 
price. However, prior to February 4, 1977, the Trustees 
entered into negotiations with Resources, which owns 
the 1,130,000 shares or approximately 35.5% of the 
shares presently outstanding of T/R and the 6,125 
shares of Data 100 which were subject to the option, in 
an effort to preserve some economic benefits for the 
beneficiaries of Applicant. Applicant states that as a 
result of these negotiations, Resources agree, subject 
to issuance of an order by the Commission, to extend 
the option to the earlier of (i) December 31, 1979 or (ii) 
the fifth business day of domestic securities trading 
after the date of effectiveness under the Securities Act 
of 1933 of the first effective registration statement of 
T/R relating to an underwritten public offering of T/R 
securities. In consideration for the extension, 
Resources established the following conditions: 


1) Payment of $50,000 to Resources by or on behalf of 
Applicant; 


2) Release from the option of the 6,125 shares of Data 
100 effective February 3, 1977; and 


3) Modification of the exercise price so that such price 
will be the sum of (i) $600,000 plus (ii) the amount ob- 
tained by subtracting $600,000 from the then fair 
market value of the T/R shares, dividing the remainder 
by two and subtracting the ‘‘Company’s selling 
expense share,’’ as defined in the letters offering such 
extension. 


Applicant represents that the offer of extension extends 
to the earlier of (i) the date of closing (ii) the 
termination of any proceedings before the Commission 
required to permit Applicant to enter into the transac- 
tion with an unfavorable determination or (iii) July 29, 
1977. 


Applicant represents that the offer of extension extends 
to the earlier of (i) the date of closing (ii) the 
termination of any proceedings before the Commission 
required to permit Applicant to enter into the trans- 
action with an unfavorable determination or (iii) July 
29, 1977. 


Applicant asserts that it has and will have virtually no 
assets other thi:n $100 unless it can accept the renego- 
tiated option offered by Resources. In order to be able 
to do so, Applicant states that it has negotiated with 
T/R an agreement whereby, if this application is 
granted, T/R will make available to Applicant or for its 
benefit $60,500 ($50,000 to pay to Resources and 
$10,500 to pay legal and other expenses) and will exe- 
cute an agreement giving Applicant, subject to certain 
conditions, the right to cause to be included in any 
registration statement filed by T/R under the Securities 
Act of 1933 any shares of T/R purchased or purchasable 
by Applicant upon the exercise of the option. Applicant 
represents that in consideration for the $60,500 and the 
registration rights, Applicant, when and if the option is 
exercised, will (i) transfer or cause Resources to 
transfer to T/R 110,000 of the T/R shares subject to the 
option; (ii) agree to pay a proportionate share of the 
expenses relating to registration of the T/R shares 
under the Securities Act of 1933; (iii) give T/R a right of 
first refusal for thirty days with respect to any proposed 
sale by Applicant of 350,000 or more shares of T/R 
common stock in a single block; and (iv) agree to certain 
other conditions in connection with any registered 
offering of T/R’s common stock. 


Applicant states that its present Trustees are W. Bryan 
Satterlee (‘‘Satterlee’’) and Allan W. Steere 
(‘‘Steere’’); that Satterlee is president, chief executive 
officer and a director of T/R; that Steere is a director of 
T/R; and that both Satterlee and Steere are controlling 
persons of Applicant. Applicant further states that 
Satterlee and Steere, by reason of their official posi- 
tions with T/R, may be deemed to be part of a group 
which controls T/R. Pursuant to the terms of the rene- 
gotiated option, so long as such option remains out- 
standing, Applicant will have all voting rights with 
respect to the optioned securities. Thus, Applicant and 
T/R may be deemed to be under common control and 
Applicant may .be deemed to contro! more than five 
percent of the voting securities of T/R and therefore 
Applicant and T/R could be considered ‘‘affiliated per- 
sons’’ of each other within the meaning of Section 
2(a)(3) of the Act. Applicant further states that 
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Resources may be deemed to own more than five 
percent of the voting shares of T/R. Accordingly, 
Resources would be an affiliated person of T/R within 
the meaning of Section 2(a)(3) of the Act. 


Section 17(a) of the Act, in pertinent part, prohibits an 
affiliated person of a registered investment company or 
an affiliated person of such affiliated person, acting as 
principal, from knowingly selling any security or other 
property to such registered company or knowingly 
purchasing any security or other property from such 
registered company. 


Section 17(b) of the Act provides, however, that the 
Commission, upon application, may exempt a proposed 
transaction from Section 17(a) of the Act if evidence 
establishes that the terms of the proposed transaction 
are reasonable and fair, do not involve overreaching by 
any person concerned, and are consistent with the 
policy of each registered investment company 
concerned, and with the general purposes of the Act. 


Section 17(d) of the Act and Rule 17d-1 thereunder 
make it unlawful for a registered investment company 
and an affiliated person of such company or an 
affiliated person of such affiliated person to enter into a 
joint transaction unless an application has been filed 
with the Commission and an order granting such 
application has been issued. In passing upon such ap- 
plication, the Commission will consider whether the 
participation of such registered investment company in 
such joint enterprise or joint arrangement is on a basis 
different from, or less advantageous than, that of other 
participants and whether such participation is consis- 
tent with the provisions, policies and purposes of the 
Act. 


Applicant states that the proposed transaction may be 
deemed to involve the sale by resources, an affiliated 
person of an affiliated person of Applicant, of a security 
to Applicant, and the purchase by T/R, an affiliated 
person of applicant, from Applicant of a security in the 
nature of a contingent right to acquire 110,000 of the 
T/R shares. Applicant also states that the proposed 
transaction might be deemed a joint and several trans- 
action among Applicant, T/R and Resources. Accord- 
ingly, Applicant requests an order exempting the 
transactions from Section 17(a) and permitting the joint 
transaction pursuant to rule 17d-1. 


Applicant represents that the proposed transaction is 
fair and reasonable to its beneficiaries because it 
creates a possibility of some eventual benefit to them, 
whereas they will have nothing at all if the proposed 
transaction does not take place. 


Applicant asserts that the transaction is fair and 
equitable to Resources because Resources (1) will 
receive adequate compensation for the renegotiated op- 
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tion and (2) will be benefited by the involvement of T/R 
in the transaction to the extent that said involvement 
will increase the likelihood of a public offering of T/R‘s 
common stock, an eventuality that would improve the 
possibility of Resources turning a relatively illiquid 
investment into cash. Applicant states that the pro- 
posed transaction is fair and equitable to T/R since it 
offers T/R an opportunity to arrange for the dispersal of 
a relatively large block of common stock in an orderly 
fashion and to have the possibility of, in effect, as- 
quiring 110,000 of its shares at $.55 per share, the 
approximate fair market value of said shares on 
February 3, 1977. 


Applicant further asserts that the relief requested is 
appropriate because the terms of the proposed trans- 
action are reasonable and fair to it and to Resources and 
T/R and do not involve any overreaching on the part of 
Applicant or Resources or T/R. Applicant argues that 
an order will enable the parties to effect a transaction 
which was negotiated at arms length.Applicant was 
exempted from the requirements of filing a registration 
statement and reports under the Act so that there is no 
recital of investment policy, as such, on file with the 
Commission. However, Applicant asserts that the 
proposed transaction is consistent with its original in- 
tent which was to preserve for its beneficiaries an 
interest in certain portfolio securities held by 
Resources. Applicant further asserts that the granting 
of the application and the issuance of an order un- 
der Rule 17d-1 would be consistent with the provisions, 
policies and purposes of the Act and that, to the extent 
that the participation of Applicant is different from that 
of T/R and Resources, it is not less advantageous than 
their participation because the transaction has the ef- 
fect of preserving a possibility of benefit for the bene- 
ficiaries of Applicant which they would otherwise lose. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than July 22, 1977, at 5:30 p.m., to 
the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the is- 
sues, if any, of fact or law proposed to be controverted, 
or he may request that he be notified if the Commission 
shall order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request shall be served personally or by 
mail upon Applicant at the address stated above. Proof 
of such service (by affidavit or, in case of an 
attorney-at-law, certificate) shall be filed contempor- 
aneously with the request. As provided by Rule 0-5 of 
the Rules and Regulations promulgated under the Act, 
an order disposing of the application will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission‘s own motion. Persons who request a 





hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this mat- 
ter, including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9828/June 27, 1977 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13686/June 27, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9829/June 28, 1977 


In the Matter of 
INVESTORS SYNDICATE OF AMERICA, INC. 


AND 


IDS PROPERTIES, INC. 
IDS Tower 
Minneapolis, Minnesota 55402 


(812-4127) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER PERMITTING 
CONSUMATION OF CERTAIN PROPOSED TRANS- 
ACTIONS. 


Investors Syndicate of America, Inc. (‘‘Investors’’), a 
face-amount certificate company registered under the 
Investment Company Act of 1940 (the ‘‘Act’’) and a 
wholly-owned subsidiary of Investors Diversified 
Services, Inc., and IDS Properities, Inc. (‘‘Proper- 
ties’’), also a wholly-owned subsidiary of IDS, filed an 
application on April 21, 1977, and amendments thereto 
on May 9, 1977, and June 23, 1977, pursuant to Section 
17(d) of the Act and Rule 17d-1 thereunder, for an order 
of the Commission permitting Investors to consent to 
the sale of certain real estate by Properities and the as- 
sumption of certain mortgages and notes by the buyer 


(Oxford Development Minnesota, Inc.). In summary, 
the amendment dated June 23, 1977, represents that 
the board of directors of investors has recently author- 
ized the Investor’s management to commence the steps 
necessary to reincorporate Investors as a Delaware 
Corporation. If and when this reincorporation takes 
place, Investors will no longer be subject to Minnesota 
taxes which are currently assessed against Investors in 
respect to its new worth. This amendment further 
states that the management and directors of Investors 
has reviewed the operating record, Financial strength 
and business reputation of Oxford Development Group 
Ltd.; and based on this review the management and 
directors of Investors, including a majority of its 
disinterested directors, are satisfied that Investors’ 
consent to the sale of the Northstar Center is in 
Investors’ best interests, consistent with Investors’ cur- 
rent practice and not detrimental to Investors’ 
certificateholders, notwithstanding the decision to 
possibly change the corporate domicile of Investors to 
Delaware. 


On June 1, 1977, a notice was issued (Investment Com- 
pany Act Release No. 9788) of the filing of the applica- 
tion. The notice gave interested persons an opportunity 
to request a hearing, and stated that an order disposing 
of the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found on the 
basis of the information contained in the application, 
that the participation of Investors in the proposed 
transactions is consistent with the provisions, policies 
and purposes of the Act and is not on a basis less 
advantageous than that of any other participant. 
Accordingly, 


IT IS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that said application to 
permit the consummation of the proposed transactions 
between Investors and Properties and Oxford Develop- 
ment Minnesota, Inc. be and hereby is granted, effec- 
tive forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13695/ June 29, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9831/June 29, 1977 


In the Matter of 


MASSACHUSETTS MUTUAL LIFE INSURANCE 
COMPANY 


and 


MASSMUTUAL CORPORATE INVESTORS, INC. 
1295 State Street 
Springfield, Massachusetts 01111 


(812-4138) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 17(d) OF THE ACT AND 
RULE 17d-1 THEREUNDER AND PURSUANT TO 
SECTION 17(b) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Massachusetts Life 
Insurance Company (‘‘Insurance Company’’), a mutual 
life insurance company organized under the laws of the 
Commonwealth of Massachusetts, and MassMutual 
Corporate Investors, Inc. (‘‘Fund’’), a non-diversified, 
closed-end management investment company register- 
ed under the Investment Company Act of 1940 (‘‘Act’’) 
(hereinafter referred to collectively as ‘‘Applicants’’), 
filed an application on May 23, 1977, and an 
amendment thereto on June 17, 1977, pursuant to 
Section 17(d) of the Act and Rule 17d-1 thereunder for 
an order of the Commission(1) permitting the Insurance 
Company and the Fund each to purchase $6,000,000 in 
principal amount, at 100% of the principal amount 
thereof, of a new issue of 93%4% 15-Year Convertible 
Subordinated Notes (‘‘Convertible Notes’’) of Massey- 
Ferguson (Delaware), Inc., a Delaware corporation 
(‘‘Massey-Ferguson’’), and (2) permitting the 
Insurance Company to purchase $10,000,000 in 
principal amount, at 100% of the principal amount 
thereof, of a new issue of 9% 20-Year Senior Notes 
(‘‘Non-Convertible Notes’’) of Massey-Ferguson 
(hereinafter referred to collectively with the Conver- 
tible Notes as ‘‘Notes’’), or, in the event that such an 
order does not issue prior to the closing of the pur- 
chase by the Insurance Company of the Notes, for an 
order pursuant to Section 17(b) of the Act exempting 
from the provisions of Section 17(a) of the Act the 
proposed sale by the Insurance Company of $6,000,000 
in principal amount of the Convertible Notes to the 
Fund at a price equal to the cost paid by the Insurance 
Company plus any accrued interest. All interested per- 
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sons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Background 


According to the application, the Insurance Company, 
which is the investment adviser to the Fund, has 
approved the purchase at direct placement at 100% of 
the principal amount thereof, from Massey-Ferguson, 
$10,000,000 in principal amount of Non-Convertible 
Notes and $12,000,000 in principal amount of 
Convertible Notes; the proposed purchase is part of a 
proposed issue by Massey-Ferguson of $150,000,000 in 
principal amount of Non-Convertible Notes and 
$150,000,000 in principal amount of Convertible Notes. 
The application states that the purchasers of such notes 
other than the Insurance Company and the Fund are 
presently expected to include several of the largest 
domestic life insurance companies. The application 
states further that Massey-Ferguson is a wholly-owned 
subsidiary of Massey-Ferguson, Ltd. (‘‘Massey Ltd.’’), 
a Canadian corporation, and operates primarily for the 
purpose of raising capital for Massey Ltd. in the United 
States. According to Applicants, Massey Ltd. is a major 
manufacturer of farm equipment and also manufac- 
tures industrial and construction equipment and diesel 
engines. Applicants represent that the Notes will be 
unconditionally guaranteed by Massey Ltd., and that 
the proceeds from the sale of the Notes will be applied 
to working capital and the retirement of existing debt of 
Massey Ltd. Applicants represent further that the 
purchasers of the Notes (including Applicants) are 
relying primarily on the credit of Massey Ltd. for 
payment of the Notes. According to the application, 
holders of the Convertible Notes are to be permitted at 
any time to convert all or any portion of the Convertible 
Notes into shares of common stock of Massey Ltd. at a 
conversion price of $45 per share during the first five 
years after the issuance of the Notes and $55 per share 
thereafter; on May 13, 1977, the closing New York 
Stock Exchange price for the common stock of Massey 
Ltd. was $21 1/8. The application also states that 
Massey Ltd. has agreed to register, at its expense, up 
to two public offerings of the common stock underlying 
the Convertible Notes at the request of holders of 20% 
or more of the outstanding Convertible Notes and that 
Massey Ltd. has agreed to include at the request of any 
holder of the Convertible Notes the common stock 
underlying the Convertible Notes held by such holder in 
any other registration of Massey Ltd. common stock. 


Applicants represent that the Insurance Company 
presently holds $970,000 in principal amount of 54% 
Notes due 1982 and $3,200,000 in principa! amount of 5 
7/8% Subordinated Notes due 1984 of Massey-Fergu- 
son, and that required prepayments on these securities 
total $430,000 annually. According to the application, 
no part of the proceeds from the sale of the Notes will 





be used for the payment of principal or interest on those 
securities. Applicants represent that neither Massey- 
Ferguson nor Massey Ltd. is an affiliated person, as 
defined in Section 2(a)(3) of the Act, of the Insurance 
Company or of the Fund. Applicants state that neither 
the Insurance Company, nor, to their Knowledge, any 
affiliated person of the Insurance Company, owns any 
other securities of Massey-Ferguson, Massey Ltd., or 
any affiliated persons of Massey-Ferguson or Massey 
Ltd. Applicants also state that the Fund owns no 
securities of Massey-Ferguson, Massey Ltd. or, to its 
knowledge, any affiliated person of Massey-Ferguson 
or Massey Ltd. 


The Proposed Transaction 


The Insurance Company proposes (1) to recommend for 
purchase, by the Fund, one-half ($6,000,000 in princi- 
pal amount at 100% of the principal amount thereof) of 
the $12,000,000 in principal amount of the Convertible 
Notes; (2) to purchase, for the Insurance Company, 
one-half ($6,000,000 in principal amount at 100% of the 
principal amount thereof) of the $12,000,000 in 
principal amount of the Convertible Notes; and (3) to 
purchase, for the Insurance Company, $10,000,000 in 
principal amount, at 100% of the principal amount 
thereof, of the Non-Convertible Notes. Applicants 
represent that in the judgment of the Insurance 
Company, the Convertible Notes would be an attractive 
investment for the Fund. Applicants represent further 
that (1) Massey Ltd. has shown consistent growth in 
both sales and earnings; (2) as of May 18, 1977, the 
interest rates on the Notes are commensurate with 
prevailing market rates of interest for companies like 
Massey Ltd.; (3) the interest rate is attractive in light of 
the current yield on the Fund’s portfolio; and (4) the 
convertibility of the Convertible Notes further enhances 
their value to the Fund. 


Applicants state, however, that the Insurance Company 
does not consider it advisable or consistent with the 
investment objectives and policies of the Fund for the 
Fund to purchase any part of the Non-Convertible 
Notes. According to Applicants, the purchase by the 
Fund of one-half of the principal amount of both the 
Convertible and Non-Convertible Notes would involve 
an investment by the Fund of $11,000,000 in the Notes, 
which would constitute, after such investment, approxi- 
mately 11% of the value of the Fund’s portfolio and by 
far the largest investment of the Fund in a single issue. 
Applicants represent that it would be inappropriate at 
this time for the Fund to invest such a large proportion 
of its portfolio in such a manner; the proposed 
purchase of Convertible Notes by the Fund alone would 
constitute one of its largest investments in a single 
issue. Applicants state, by contrast, that the proposed 
investment of $16,000,000 in the Notes by the 
Insurance Company constitutes considerably less than 
1% of the value of the Insurance Company’s bond 


portfolio. Applicants represent further that, although 
the Convertible Notes are subordinated to the 
Non-Convertible Notes, the higher rate of interest on 
and the conversion feature of the Convertible Notes 
make them a more attractive investment for the Fund 
than the Non-Convertible Notes. 


Applicants state that if a favorable Commission order is 
received prior to the issuance of the Notes, the Fund 
will purchase directly from the issuer at closing; the 
Insurance Company is prepared to purchase for its 
general account the $10,000,000 in principal amount of 
Non-Convertible Notes and the $12,000,000 in principal 
amount of Convertible Notes at the closing and 
promptly sell one-half of the principal amount of 
Convertible Notes to the fund at the price paid by the 
Insurance Company plus accrued interest if the 
Commission order is received after such closing but not 
later than three months thereafter, and upon receipt 
from the Fund of appropriate investment representa- 
tions and an undertaking to be bound by the terms and 
conditions subject to which the Insurance Company 
holds such securities. The application states that the 
Insurance Company’s obligations thus to sell to the 
Fund will be reflected in the investment representa- 
tions made to Massey-Ferguson and in the provisions 
applicable to its right to transfer part of the Notes. 
Applicants represent that the Insurance Company is 
prepared to purchase for its general account both the 
Non-Convertible Notes and all $12,000,000 in principal 
amount of the Convertible Notes, if no Commission 
order is received prior to, or within three months after, 
the issuance of the Notes. 


Pursuant to an order of the Commission issued on 
August 19, 1971 (Investment Company Act Release No. 
6690) (‘‘Order’’), the Insurance Company is permitted 
to invest concurrently for its general account in each 
issue of securities purchased by the Fund at direct 
placement, and to exercise warrants, conversion privi- 
leges and other rights at the same time as the Fund. 
The Order is subject to several conditions, one being 
that neither the Insurance Company nor the Fund has 
any prior interest in, or subsequently acquires any 
further interest in, an issuer or in any affiliated person 
of an issuer other than interests in all respects 
identical. Applicants assert that since the Insurance 
Company presently owns securities of Massey- 
Ferguson while the Fund does not, and because the 
Insurance Company proposes to purchase the 
Non-Convertible Notes, the proposed transaction is not 
permitted by the provisions of the Order. 


Section 2(a)(3) of the Act includes, within the definition 
of an affiliated person of an investment company, any 
investment adviser thereof; thus, the Insurance 
Company, the Fund’s investment adviser, is an 
affiliated person of the Fund. Section 17(d) of the Act 
and Rule 17d-1 thereunder, taken together, provide, in 
part, that it is unlawful for an affiliated person of a 
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registered investment company, acting as principal, to 
effect any transaction in which such investment 
company is a joint participant, without the permission 
of the Commission. Rule 17d-1 provides, in part, that in 
passing upon applications for orders granting such 
permission, the Commission will consider (1) whether 
the participation of the investment company in such 
transaction on the basis proposed is consistent with the 
provisions, policies, and purposes of the Act, and (2) 
the extent to which such participation is on a basis 
different from or less advantageous than that of other 
participants. Accordingly, Applicants have requested 
an order, pursuant to Section 17(d) of the Act and Rule 
17d-1 thereunder, permitting the acquisition by the 
Insurance Company of $10,000,000 in principal amount 
of Non-Convertible Notes at 100% of the principal 
amount thereof and $6,000,000 in principal amount of 
Convertible Notes at 100% of the principal amount 
thereof, and by the Fund of $6,000,000 in principal 
amount of Convertible Notes at 100% of the principal 
amount thereof. Applicants submit (1) that disadvan- 
tage to the Fund will result if the Fund is not permitted 
to acquire a portion of the Convertible Notes; (2) that 
the interest of the Insurance Company in certain out- 
standing securities of Massey-Ferguson and in its pur- 
chase of the new Notes has had no effect on the decision 
of the Insurance Company to recommend the purchase 
of the Convertible Notes by the Fund; (3) that it is 
appropriate for the Fund to purchase only the 
Convertible Notes because a purchase of one-half of 
both Convertible and Non-Convertible Notes would 
constitute an investment of an unreasonably large 
portion of the Fund’s portfolio in such issues; (4) that of 
the two issues, the Convertible Notes are a more attrac- 
tive investment to the Fund; and (5) that the Fund’s 
purchase of only the Non-Convertible Notes would be 
inconsistent with the investment policy of the Fund to 
purchase primarily securities having equity features. 
Applicants therefore submit that, in their view, the 
participation of the Fund in the purchase of the 
Convertible Notes will be on a basis no different from 
and no less advantageous than that of the Insurance 
Company, and is consistent with the provisions, 
policies and purposes of the Act. 


Section 17(a) of the Act provides, in part, that it is 
unlawful for any affiliated person of a registered 
investment company knowingly to sell to such 
registered investment company any security or other 
property. Pursuant to Section 17(b) of the Act, the 


Commission, upon application, shall grant an 
exemption from such prohibition if evidence establishes 
that the terms of the proposed transaction are fair and 
reasonable and do not involve overreaching on the part 
of any person concerned, and that the proposed 
transaction is consistent with the policy of the 
registered investment company concerned and with the 
general purposes of the Act. 
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Applicants seek an exemption pursuant to Section 17(b) 
of the Act to permit the sale by the Insurance Company 
to the Fund of $6,000,000 in principal amount of 
Convertible Notes at the price paid by the Insurance 
Company therefor plus any accrued interest, in the 
event that the requested order pursuant to Section 
17(d) of the Act and Rule 17d-1 thereunder is not 
granted before the issuance of the Notes. Applicants 
represent that such transfer will be made by the 
Insurance Company only if a Commission order is 
received within three months of the acquisition of the 
Notes by the Insurance Company so that, in Applicants’ 
opinion, such a sale to the Fund at the Insurance 
Company’s cost plus accrued interest can be regarded 
as made at a fair price. Applicants represent that the 
Fund will not be obligated to purchase the Notes from 
the Insurance Company unless contemporaneously a 
majority of the ‘‘non-interested’’ directors of the Fund 
approve such purchase. Applicants submit that, for the 
reasons set forth above, the terms of such proposed 
sale by the Insurance Company to the Fund (1) are 
reasonable and fair and do not involve overreaching on 
the part of either the Insurance Company or the Fund; 
(2) are consistent with the policy of the Fund; and (3) 
are consistent with the general purposes of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 21, 1977, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as to 
the nature of his interest, the reason for such request, 
and the issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
3.C. 20549. A copy of such request shall be served per- 
sonally or by mail upon Applicants at the address stated 
above. Proof of such service (by affidavit or, in the case 
of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponments thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 
Release No. 9832/June 29, 1977 


In the Matter of 


THE JAPAN FUND, INC. 
1 Rockefeller Plaza 
New York, New York 10020 


(812-3946) 
ORDER PURSUANT TO SECTION 10(f) OF THE ACT 


The Japan Fund, Inc., a closed-end, diversified 
management company registered under the Investment 
Company Act of 1940 (‘‘Act’’), filed an application on 
April 26, 1976, and amendments thereto on December 
30, 1976, January 25, 1977, and March 7, 1977, for an 
order of the Commission pursuant to Section 10(f) of the 
Act to permit it to purchase securities from under- 
writing syndicates of which an affiliated person of its 
sub-adviser is a member. 


On June 1, 1977, a notice (Investment Company Act 
Release No. 9789) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as of 
course unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has 
not ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemption is consistent with 
the protection of investors. Accordingly, 


IT IS ORDERED, pursuant to Section 10(f) of the Act, 
that the application to permit The Japan Fund, Inc. to 
purchase securities from underwriting syndicates of 
which an affiliated person of its sub-adviser is a 
member, to the extent requested be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Rel. No. 591/June 27, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13685/June 27, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Rel. No. 592/ June 27, 1977 


SEE 


INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9826/ June 27, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Rel. No. 593/June 29, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13695/June 29, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Rel. No. 594/June 29, 1977 


SEE 


LITIGATION RELEASE 
No. 8002/June 29, 1977 





LITIGATION 





Litigation Release No. 7988/June 24, 1977 


SEC v. MANAGEMENT CONSULTANTS, INC. et al. 
(S.D. Ohio, E. Div. C 77-116Y) 


William D. Goldsberry, Administrator of the Securities 
and Exchange Commission’s Chicago Regional Office, 
announced that on June 10, 1977, acomplaint was filed 
in the United States District Court, Northern District of 
Ohio, Eastern Division, seeking to enjoin Management 
Consultants, Inc. (Management), a Delaware corpora- 
tion, and Sam Pappas Pappas), a resident of 
Ashtubula, Ohio, from further violations of the 
registration and anti-fraud provisions of the Securities 
Act of 1933 and the antifraud provisions of the 
Securities Exchange Act of 1934, in the offer and sale 
of common stock in Management. 


Simulataneously with the filing of the Commission’s 
complaint, Judge Thomas D. Lambros signed an order 
of permanent injunction enjoining Management and 
Pappas from further violations of the registration and 
antifraud provisions of the Federal securities laws. The 
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two defendants consented to the entry of the final 
judgment of permanent injunction without admitting of 
denying the allegations set forth in the Commission’s 
complaint. 





Litigation Release No. 7989/June 24, 1977 


SEC v. POM CORPORATION, et al 
(E.D. Mich., S. Div., Civil Action No. 771307) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, announced that on June 21, 1977, United 
States District Judge John Feikens, at Detroit, 
Michigan, entered a Final Judgment, permanently 
enjoining POM Corporation, a Michigan corporation 
with offices in Detroit, from further violations of the 
registration, antifraud and reporting provisions of the 
federal securities laws. The company consented to the 
entry of the final judgment without admitting or 
denying the allegations in the Commission’s 
complaint. 


The complaint alleged that POM had violated the 
registration provisions of the Securities Act of 1933 
and the antifraud provisions of the Securities Act and 
the Securities Exchange Act of 1934 in connection with 
the offer and sale of fractional interests in oil and gas 
leaseholds and common stock of POM. According to 
the complaint, POM misrepresented material facts and 
omitted to state material facts concerning, among 
other things, the failure and inability to commence 
drilling of oil and gas wells within the time 
represented; failure to escrow drilling funds; diversion 
and use of approximately $1 million of proceeds from 
sales of the securities for corporate purposes of POM 
other than the drilling of oil and gas wells; and 
payment of secret fees and commissions. 


The complaint also charged that POM had violated the 
antifraud and reporting provisions of the Securities 
Exchange Act by, among other things, filing with the 
Commission a misleading registration statement 
which overvalued certain POM oil and gas properties by 
approximately $1.6 million, and certain quarterly 
reports which represented that POM had net earnings 
when in fact there were actual losses for the periods 
concerned. 


For further information, see Litigation Release No. 
7964. 





Litigation Release No. 7990/June 1977 
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S.E.C. v. SINCERO OIL & GAS CO., et al 
CA No. 76-H-2601 (S/D Texas) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office and Daniel R. Kirshbaum, Assistant 
Regional Administrator of the Houston Branch Office, 
today announced that on June 6, 1977, Federal District 
Judge Robert O’Conor, Jr., at Houston, entered 
Findings of Fact and Conclusions of Law following a 
hearing on the Commission’s Motion for Preliminary 
Injunction as to Edward D. Gillett and Richard P. Klein, 
both of Houston. Judge O’Conor found that both 
Gillett and Klein violated the anti-fraud provisions of 
the federal securities laws in connection with the offer 
and sale of fractional undivided working interests in 
Cumberland County, Kentucky, oil and gas leases 
issued by Sincero Oil & Gas Company, Houston. 


Based on this finding, Judge O’Conor preliminarily 
enjoined Klein from further violations of the registra- 
tion and anti-fraud provisions of the federal securities 
laws pending a trial on the merits. Although the Court 
found that Gillett violated the anti-fraud provisions of 
the federal securities laws, the Commission’s Motion 
for Preliminary Injunction was denied as to Gillett on 
the grounds that the Commission failed to show a 
reasonable expectation of future violations by Gillett. 


For further information see Litigation Releases No. 
7790 and 7852. 





Litigation Release No. 7991/June 24, 1977 


SEC v. THE 1.E.S. MANAGEMENT GROUP, INC., et al. 
(Civil Action File No. 77-1039) (D.N.J. 1977) 


William D. Moran, Regional Administrator of the New 
York Regional Office of the Securities and Exchange 
Commission, announced that on May 27, 1977, the 
Commission filed a Complaint in the United States 
District Court for the District of New Jersey charging 
The |.E.S. Management Group, Inc. (‘‘I.E.S.’’), a 
broker-dealer located in Irvington, New Jersey, with 
violating Sections 15(c)(3) and 17(a)(l) of the Securities 
Exchange Act of 1934 and Rules 15c3-1, 17a-3, 17a-4 
and 17a-11 thereunder. Investors Economic Systems, 
Inc. (“Parent”), the sole shareholder of |.E.S., Peter J. 
Bonastia, the president of Parent, Thomas C. Gaffney, 
the president of |.E.S. and vice-president of Parent, 
Barry Simner, a vice-president of |.E.S. and Parent, are 
charged with aiding and abetting the above securities 
law violations by |.E.S. 


In its Complaint, the Commission requested a 
temporary restraining order and preliminary and 
permanent injunctions enjoining -he defendants from 





further violations of the above provisions, as well as 
the appointment of a temporary receiver for |.E.S. 
Essentially, all of the above alleged violations flow 
from 1.E.S.’s improper inclusion of certificates of 
deposit as current assets in computing its net capital 
when those certificates of deposit were collateralizing 
loans to |.E.S. and Parent and were not current assets 
for net capital purposes. 


On May 31, 1977, U.S. District Judge Herbert J. Stern, 
in accordance with a Stipulation signed by the 
Commission, |.£.S. and Parent ordered that, inter alia, 
from May 31, 1977 to june 9, 1977: (1) 1.E.S. and Parent 
shall not disburse any assets, except those assets 
disbursed in the ordinary course of business; (2) |.E.S. 
shall not engage in any securities transactions; (3) 
1.E.S. and Parent shall make their books and records 
maintained in the ordinary course of business available 
to the Commission during normal business hours; and 
(4) |.E.S. shall make all reasonable efforts to accurately 
and currently maintain its books and records. 


On June 9, 1977, the date upon which a hearing was 
scheduled on the Commission’s Application for a 
Temporary Restraining Order and Appointment of a 
Temporary Receiver, |.E.S. and Parent filed a Petition 
for an Arrangement and a Petition for Appointment of a 
Receiver pursuant to Chapter 11 of the Bankruptcy 
Laws. On June 9, 1977, the Honorable Vincent J. 
Commissa, Bankruptcy Judge, appointed John J. 
Francis, Esq. of the law firm of Shanley & Fisher, 
Newark, New Jersey, receiver for |.E.S. and Parent. 


The filing of the petition in bankruptcy stayed the 
Commission’s action against |.E.S. and Parent. On 
June 10, 1977, a hearing was held before the Honorable 
Vincent P. Biunno, United States District Judge. Judge 
Biunno declined to issue a temporary restraining order 
against Bonastia, Gaffney, and Simner; however, 
Judge Biunno scheduled a hearing for July 8, 1977 on 
the Commission’s application for a preliminary injunc- 
tion against the three individual defendants. 


The Division of Enforcement, the Washington Regional 
Office and the Philadelphia Branch Office assisted in 
the investigation preceding the institution of this 
action. 





Litigation Release No. 7992/June 24, 1977 


SEC v. GENERAL OIL, INC., ROBERT S. CHAPPELL, 
BENNIE L. RITCHISON 
(S.D. IND. CIVIL NO. 77 IP 359C) 


William D. Goldsberry, Regional Administrator of the 
Chicago Regional Office of the Securities and 


Exchange Commission, announced that on June 15, 
1977, the Commission filed a Complaint in Federal 
District Court in Indianapolis (Southern District of 
Indiana) against General Oil, Inc.; Robert S. Chappell, 
Indianapolis, Indiana; and Bennie L. Ritchison, 
Indianapolis, Indiana, seeking an injunction from 
further violations of the registration and anti-fraud 
provisions of the Federal securities laws (Sections 5 
and 17(a) of the Securities Act of 1933 and Section 
10(b) of the Securities Exchange Act of 1934 and Rule 
10b-5 thereunder) in the sale of securities including 
undivided fractional oil and gas interests, preferred 
stock, and investment contracts. The Commission's 
Complaint also sought the appointment of a receiver 
for the defendant corporations, an accounting from 
defendants of funds raised from investors, disgorge- 
ment of profits, a freeze on the personal assets of the 
individual defendants, and an order against dissipating 
assets of the defendant corporations. The Commis- 
sion’s Complaint alleges that the defendants are 
selling securities which are not registered with the 
Commission and are engaging in fraud in the sale of 
these securities as summarized below. 


Chappell and Ritchison raised approximately $211,000 
from 23 investors in the sale of the securities described 
above. In connection with these sales, numerous 
misstatements were made, and the money raised was 
used to fund personal investments of and advances to 
Chappell. 


One June 15, 1977, the Honorable William Noland 
entered a Temporary Restraining Order, restraining the 
defendants from the charged violations of the registra- 
tion and anti-fraud provisions of the Federal securities 
laws, appointing a temporary receiver for the assets of 
General Oil, and placing a temporary freeze on certain 
personal assets of Chappell. The Court ordered that the 
defendants appear before the Court on July 13, 1977 
and show cause why a Preliminary Injunction should 
not be granted. (SEC v. General Oil, Inc., et al. 77 IP 
359C) 





Litigation Release No. 7993/June 27, 1977 


UNITED STATES OF AMERICA v. LOUIS H. KAPP, JR. 
(United States District Court for the Northern District 
of Ohio, Criminal Action File No. CR-77-131) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office (CRO) of the Securities and Exchange 
Commission, and William D. Beyer, United States 
Attorney for the Northern District of Ohio, announced 
jointly that on May 25, 1977, there was filed an Applica- 
tion for Order to Show Cause Why Louis H. Kapp, Jr. 
(Kapp, Jr.) Should Not Be Punished for Criminal Con- 
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tempt and Appointing Attorneys to Prosecute, and on 
May 31, 1977, the Hon. Frank J. Battisti, Judge of the 
United States District Court for the Northern District of 
Illinois entered such an Order to Show Cause and 
setting a hearing date. 


The Application alleged that Kapp, Jr. was in violation 
of an injunction entered by Judge Battisti on June 4, 
1970, in the action entitled Securities and Exchange 
Commission v. Louis H. Kapp and Associates, Inc., 
Louis H. Kapp, Louis H. Kapp, Jr., Donald D. Coleman 
(C70-517). In that 1970 action, Kapp, Jr., among 
others, was permanently enjoined from engaging in 
further acts and practices in violation of Sections 5(a), 
5(c) (the registration provisions) and 17(a) of the 
Securities Act of 1933 and Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder (the anti-fraud provisions). That injunction 
against Kapp, Jr. stemmed from his participation in the 
sale of fractional interests in oil and gas leases and 
wells in Lorain County, Ohio. 


The Application also alleged that from about January 1, 
1974, to the present, Kapp, Jr. employed false and 
misleading statements and omissions in connection 
with interstate offers and sales of unregistered frac- 
tional undivided working interests in oil and gas leases 
located in Saline County, Illinois. Those misstate- 
ments and omissions alleged in the Application con- 
cerned, among other things, the transfer of fractional 
interests to the investors, the ownership of the leases 
by Kapp, Jr., the use of investors’ funds for a secon- 
dary oil recovery project, and the risks involved in such 
a project, including the risk that Kapp, Jr. might never 
accumulate sufficient funds to begin a secondary 
recovery project or purchase sufficient fractional 
interests to transfer to all of the investors. (See 
Litigation Release Nos. LR-4635 and LR-7817). 





Litigation Release No. 7994/June 27, 1977 


SEC v. LOUIS H. KAPP, JR., et al. 
(N.D. Ill., 77C580). 


William D. Goldsberry, Administrator of the Chicago 
Regional Office (CRO) of the Securities and Exchange 
Commission, announced that on June 10, 1977, the 
Hon. Hubert L. Will, Judge of the United States District 
Court for the Northern District of Illinois entered a 
preliminary injunction by consent against defendant 
Louis H. Kapp, Jr. and a permanent injunction by 
consent against defendant James Evanos. The defen- 
dants were enjoined from further violations of the 
registration and anti-fraud provisions of the Federal 
securities laws in connection with the offer and sale of 
fractional undivided working interests in oil and gas 
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leases, or other securities. The final order of perma- 
nent injunction entered against defendant James 
Evanos also required Evanos to file an accounting with 
the Court and provided the CRO with access to those 
books and records of KAPPCO in Evanos’ possession 
or control. 


The Commission’s complaint alleged that the defen- 
dants employed false and misleading statements and 
omissions in connection with the offer and sale of frac- 
tional undivided working interests in oil and gas leases 
concerning, among other things, the transfer of frac- 
tional interests to the investors, the ownership of the 
leases by the defendants, the use of investors’ funds 
for a secondary oil recovery project, and the risks 
inolved in such a project, including the risk that the 
defendants might never accumulate sufficient funds to 
begin a secondary recovery project or purchase 
sufficient fractional interests to transfer to all of the 
investors. 


The defendants consented to the entry of the 
injunctions without admitting or denying the allega- 
tions of the Commission’s complaint. 


(See Litigation Rels. Nos. LR-4635 and LR-7817). 





Litigation Release No. 7995/June 27, 1977 


SEC v. HIGHLAND-DUNES SCOTCH INVESTORS, 
FEDERAL INC., et al. 
4-75 Civil 21 (D. Minn.) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange 
Commission, announced that on May 20, 1977 the 
Honorable Miles W. Lord, United States Judge 
in the District of Minnesota, signed a Final Judgment 
of Permanent Injunction enjoining Highland-Dunes 
Scotch Investors, Federal Inc. (“Highland-Dunes”) of 
Minneapolis, Minnesota; John G. Merz and Carla Merz 
of Minneapolis, Minnesota; and Alic Jensen of New 
Brighton, Minnesota from further violations of the 
registration and anti-fraud provisions of the federal 
securities laws in connection with the offer and sale to 
the public of investment interests in scotch whisky. 
The aforementioned defendants consented to the entry 
of the Final Judgment of Permanent Injunction without 
admitting or denying the allegations in the 
Commission’s Complaint. 


In addition, Judge Lord appointed Robert M. Bowen, 
Esq. of the law firm of Levitt, Palmer, Bowen, Bearmon 
& Rotman of Minneapolis, Minnesota, as Receiver for 
Highland-Dunes. The Court empowered the Receiver 
to, among other things, take possession of all assets 





and property of Highland-Dunes and render assistance 
to the customers of Highland-Dunes in the resale of 
-heir investment interests in scotch whisky. 


For further information, see Litigation Release Nos. 
6640, 7711 and 7244. 





Litigation Release No. 7996/June 28, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
GIANT STORES CORPORATION, et al. 

(United States District Court for the District of 
Columbia) Civil Action No. 76-1641 


The Securities and Exchange Commission announced 
today that on June 24, 1977 the United States District 
Court for the District of Columbia entered a Judgment 
of Permanent Injunction against Halco Sales 
Company, (‘“‘Halco”) a Massachusetts corporation and 
Maurice A. Halperin (“Halperin”), President of Halco, 
restraining and enjoining Halco and Halperin from 
violations of the anti-fraud provisions of the federal 
securities laws. Halco and Halperin consented to the 
entry of the Judgment of Permanent Injunction without 
admitting or denying the allegations of the Commis- 
ion’s complaint. 


The Judgment of Permanent Injunction was entered in 
connection with a Civil Injunction filed by the 
Commission against Giant Stores Corp. (“Giant”) and, 
among other, Halco and Halperin, on September 2, 
1976. 


The Complaint charged that Giant, certain of its 
officers and directors and others, engaged in a fraudu- 
lent course of business to falsify its financial state- 
ments for the fiscal year ending January 29, 1972, 
inlcuding the recording of false supplier credits. The 
Complaint also charged that Halco, formerly a Giant 
supplier, and Halperin, participated in the preparation 
of the false supplier credits and issued false 
confirmation of these credits to Giant’s independent 
auditors. In addition, the complaint also charges that 
after the end of Giant’s January 29, 1972 fiscal year, 
Halco and Halperin assisted Giant in the preparation 
and issuance of invoices, substantially identical to and 
offsetting their respective credits issued to Giant. 


The Judgment of Permanent injunction enjoins Halco 
and Halperin from violations of the antifraud provisions 
of the federal securities laws with respect to Giant, and 
further enjoins Halco and Halperin from issuing false 

redits or invoices of Halco Sales Company to Giant 
Stores Corp. or any other issuer, or issuing false 
confirmations of Halco Sales Company to auditors of 
Giant Stores Corp. or any other issuer. 


Giant has no connection of any nature with Giant Food 
Inc. of Metropolitan Washington, D.C. The reference to 
“Giant” in this release does not refer to Giant Food Inc. 
which is also known as “Giant”’. 


Further information with respect to the Commission’s 
action against Giant, Halco, and Halperin can be found 
in the Commission’s Litigation Release No. 75-46. 





Litigation Release No. 7997/June 28, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
SUCREST COF PORATION, et al. 

(United states District Court for the District of 
Columbia) Civil Action No. 77-0915 


The Securities and Exchange Commission announced 
today that on June 24, 1977, the United States District 
Court for the District of Columbia entered a Judgment 
of Permanent Injunction against Czarnikow-Rionda 
Company, Inc., (“Rionda”’), a New York Commodities 
sugar broker, restraining and enjoining Rionda from 
violations of the anti-fraud and reporting provisions of 
the Securities Exchange Act of 1934 (“Exchange Act”). 
Rionda has consented to the entry of the Judgment of 
Permanent Injunction without admitting or denying the 
allegations of the Commission’s Complaint. 


The Judgment of Permanent Injunction was entered in 
connection with a civil injunctive action filed by the 
Commission against SuCrest Corporation, et al. on 
June 1, 1977. The Commission’s Complaint alleged 
that SuCrest and Rionda had engaged in sham 
transactions when SuCrest orally agreed with Rionda 
to resell to Rionda after SuCrest’s year-end the same 
quantity of raw sugar which SuCrest had purchased 
from Rionda prior to SuCrest’s year-end at a price 
which would assure both companies of no monetary 
gain or loss between them, except for fees which 
SuCrest paid to Rionda. The Complaint alleged that 
these transactions materially affected SuCrest’s 
year-end inventory quantities and the income com- 
puted therefrom for its fiscal 1975 and 1976 years, and 
resulted in the dissemination of false and misleading 
press releases stating SuCrest’s income, and in the 
filing of false and misleading reports with the 
Commission. The Complaint further alleged that 
officers of both SuCrest and Rionda made materially 
false and misleading statements to SuCrest’s auditors, 
S.D. Leidesdorf and Co. (“Leidesdorf”) in order to 
conceal the existence of the oral agreement from 
Leidesdorf. 


In addition to entering the Judgment of Permanent 


Injunction against Rionda, the Court also entered an 
order restraining and enjoining Rionda from making, or 
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causing to be made, materially false or misleading 
statements to an accountant or auditor in connection 
with any examination, audit or review of SuCrest. 


Further information with respect to the Commission's 
action against SuCrest and others can be found in 
Litigation Release No. 7951. 





Litigation Release No. 7998/June 28, 1977 


SEC v. MAX WILSON, INC., et al. 
(USDC, New Mexico, Civil Action 77-133-M) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission announced that on June 15, 1977 the 
Honorable E.L. Mecham, United States District Court 
Judge for the District of New Mexico, Albuquerque, 
New Mexico, entered a Final Judgment of Permanent 
Injunction against Max Wilson, Inc., a New Mexico 
corporation, Max M. Wilson and Robert M. Wilson of 
Roswell, New Mexico, enjoining them from violating 
the registration and antifraud provisions of the federal 
securities laws in connection with the offer and sale of 
investment contracts involving the United States 
Department of the Interior, Bureau of Land Manage- 
ment (BLM), Simultaneous Oil and Gas Lease Filing 
System, or any other security whatsoever of any issuer. 


The Commission’s complaint filed on March 9, 1977 
alleged, among other things, that from 1972 to date, 
defendants, by use of the means and instrumentalities 
of interstate commerce and of the mails, have been and 
are now offering for sale, selling and delivering after 
sale securities, namely investment contracts in 
connection with the BLM Simultaneous Oil and Gas 
Lease Filing System. 


The complaint further alleges that in connection with 
the offer and sale of the securities, the defendants 
made untrue statements of material facts including, 
among others: (1) there are no others interested in 
purchasing investors’ leases; when, in fact, others had 
made offers to purchase the investors’ leases, and (2) 
the defendants know who will pay the highest cash 
consideration plus overriding royalties for oil and gas 
leases and that this information will be made available 
to investors; when, in fact, competitive offers are 
usually not forwarded to investors by defendants. In 
addition, the complaint further alleges that in connec- 
tion with the offer and sale of the securities, 
defendants omitted to state, among other things, that: 
(1) the use of defendant’s address on the BLM 
Simultaneous Oil and Gas drawing entry card isolates 
the winner from those who might pay substantially 
more for the lease than the defendants’ guaranteed 
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price, and (2) competing offers for the investors’ leases 
will not be forwarded to the investors. 


The defendants consented to the entry of the 
permanent injunction without admitting or denying the 
allegations of the Commission’s complaint. 


For further information see Litigation Release No. 
7821. 





Litigation Release No. 7999/June 28, 1977 


STATE OF ILLINOIS v. FOREST P. WHITLOW, et al. 
(Fourteen Judicial Circuit Court, Rock Island County, 
Illinois, 76 CF 180) 


William J. Scott, Attorney General for the State of 
Illinois, and William D. Goldsberry, Regional Adminis- 
trator of the Chicago Regional Office of the Securities 
and Exchange Commission, have announced that on 
May 25, 1977 in Rock Island County Circuit Court in 
Rock Island, Illinois, Judge Jay M. Hanson presiding, a 
jury found Forest P. Whitlow, John L. Brewer, Joseph 
P. Delfino and- Truman K. Gibson, Jr. guilty of 
conspiracy, making false representations in connec- 
tion with the offer and sale of securities of Roya’ 
National Investment & Mortgage Corporation and theft 
by deception, all in violation of the Illinois Criminal 
Code. The convictions followed a thirteen day jury trial. 


Previously, on May 22, 1975, the Honorable Prentice H. 
Marshall, United States District Judge for the Northern 
District of Illinois, Eastern Division, entered a Final 
Judgment of Permanent Injunction against Royal 
National Investment and Mortgage Corporation and the 
aforementioned individuals prohibiting them from 
violating the registration and anti-fraud provisions of 
the Federal securities laws. 


For further information, see Litigation Release Nos. 
6810, 6912, and 7412. 





Litigation Release No. 8000/June 28, 1977 


SEC v. CHARLES A. CARTER, et al. 
(S.D. Miss. J77-0166(R)) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
announced that on June 13, 1977, the Honorable Dar 
M. Russell, Jr., United States District Court Judge for 
the Southern District of Mississippi, at Jackson, 
issued an order permanently enjoining C.D. Shields, of 





Meridian, Mississippi, from violations of the anti-fraud 
provisions of the Securities Act of 1933 and anti-fraud 
provisions of the Securities Exchange Act of 1934. 
Defendant Shields consented to the entry of the order 
of permanent injunction. 


For further information, see Litigation Release No. 
7929. 





Litigation Release No. 8001/June 28, 1977 
SEC v. PETROFUNDS, et al. 


The Securities and Exchange Commission today 
announced that on June 28, 1977, the Honorable 
Edward Weinfeld, United States District Judge for the 
Southern District of New York, issued Final Orders 
respecting nineteen (19) of the twenty (20) defendants 
in this aciton. In May, 1977 a Final Order was entered 
against one other defendant. All of these defendants 
agreed by Stipulation to the Final Orders without 
admitting or denying the allegations of the Complaint. 
The action as to the remaining defendant was 
terminated by the Commission on the basis of an 
exchange of letters between the Commission and that 
jJefendant. 


The Final Orders respecting fourteen (14) of these 
defendants Petrofunds, Inc., McRae Oil Corporation, 
McRae Consolidated Oll & Gas, Inc., James A. McRae, 
David Kelley, J. Frank Benson, Bromley DeMeritt, 
Thomas Leger & Company, Thomas Leger, Sunny 
South Oil & Gas, Inc., Edward C. Dorrah, Louisiana 
Gas Purchasing Corporation, Louisiana Gas Intrastate 
Inc., of Shreveport and Osias Biller prohibit them from 
engaging in conduct violative of the anti-fraud 
provisions of the Securities Exchange Act of 1934. 


In addition to the Final Order, Consolidated, which is 
the parent company of McRae Oil and Petrofunds, in 
its Stipulation, has undertaken to establish and main- 
tain an Audit Committee, consisting of certain named 
individuals, to perform certain specified functions. The 
Final Order directs compliance with all of the terms of 
the Stipulation including this undertaking. The Audit 
Committee is to review among other things all 
proposed non arm’s length dealings between Consoli- 
dated, its subsidiaries or affiliates and oil and gas 
drilling funds controlled by any of them to assure they 
are fair; to make recommendations to Consolidated’s 
board of directors with respect to such dealings; and is 
authorized to consult outside auditors and would 
review at least twice a year all expenses charged to 
each of the drilling funds and make appropriate 
recommendations and reallocations. The Audit 
Committee also is to make recommendations regard- 


ing disclosure in offering documents employed in 
connection with the offering of interests in any new 
drilling fund. 


The Final Order with respect to Biller Includes a 
representation by Biller that he has not actively 
practiced before the Commission, does not intend to 
practice before the Commission, and will give the 
Commission thirty days notice in advance of his prac- 
ticing before it. By letter, the Commission has agreed 
to refrain from instituting a proceeding against Biller 
under Rule 2(e) of its Rules of Practice based on the 
allegations in the Complaint or the entry of the Final 
Order so long as he complies with the above stated 
representations. 


In addition to the Final Order, Thomas Leger & Co., 
and Thomas Leger have agreed to the Commission’s 
issuing an order and opinion pursuant to Rule 2(e) of 
its Rules of Practice pursuant to which Leger & Co. and 
Thomas Leger will submit to a review. by an individual 
acceptable to the Commission and to its Office of the 
Chief Accountant, of its current policies, practices, 
and procedures in accordance with AICPA Technical 
Standards Review Program to determine any weak- 
nesses therein and adopt and implement any reason- 
able recommendations of the reviewer made in his final 
report. The report of the reviewer which it is expected 
would be completed within 90 days from the date of the 
Commission’s opinion an order and it will be submitted 
to the Office of the Chief Accountant. A follow up 
review is to be conducted one year after the issuance of 
the above stated report to determine the extent to 
which Thomas Leger & Co., and Thomas Leger have 
adopted and implemented the recommendations made 
in such report. These defendants will not accept 
engagement by any new public clients until one month 
after the above described report is submitted to the 
Office of the Chief Accountant. (For further 
information, see Accounting Series Release No. 223). 


In addition, the Court entered Final Orders against the 
law firm of Raphael, Searles, Vischi, Scher, Glover and 
D’Elia (“RSV”) and two of its partners, Sidney O. 
Raphael and Edmund P. D’Elia. The Final Order entered 
with respect to Raphael requires him to “take all 
reasonable and appropriate measures and actions 
including all reasonable and appropriate inquiry and 
investigation to assure himself that the following 
contain full and fair disclosure of all material facts: (a) 
any offering document filed . . .” with the Commission 
pursuant of the Securities Act of 1933, “on behalf of 
the issuer or sponsor” of any oii and gas drilling fund, 
program or venture, or tax incentive investments, for 
which issuer or sponsor he is registration counsel; (b) 
any offering document filed with the Commission on 
behalf of any issuer of securities of which he is or shall 
become an officer, director or control person. In 
addition, by a separate letter undertaking, Raphael has 
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agreed not to practice before the Commission for a 
period of sixty (60) days immediately following the 
entry of the Final Order with respect to him and 
thereafter to submit for review by a partner of Raphael, 
Searles, Vischi, Scher, Glover & D’Elia who has 
seniority at least equal to his and did not work on such 
filing any offering document prepared by him in whole 
or part which is to be filed with the Commission. Such 
review is to be conducted for the purpose of ensuring 
that such filing would comply with the provisions of 
the 1933 and 1934 Acts. By letter, the Commission 
agreed not to institute any proceeding under Rule 2(e) 
of its Rules of Practice against Raphael based upon the 
above-described Final Order or the allegations in the 
amended complaint so long as he abides by such 
commitments. The Commission’s Division of Enforce- 
ment advised Raphael by letter that, in its view, breach 
of any of the above stated undertakings would be an 
independent ground for the institution of a proceeding 
under Rule 2(e), but that such a proceeding will not 
involve the facts alleged in the Commission’s 
Complaint. 


The Final Order with respect to Edmund P. D’Elia and 
Raphael, Searles, Vischi, Scher, Glover & D’Elia 
requires these defendants to take all reasonable 
actions to assure themselves that full and fair 
disclosure of all material facts is made in any registra- 
tion statement or offering circular filed with the 
Commission for any issuer or sponsor, participation 


units in oil and gas drilling funds, programs, ventures, 
or tax incentive investments for which they act as 
counsel. In addition, in a letter undertaking RSV agreed 
to review its procedures and practices respecting 
preparation of registration statements and offering 
circulars during the 60 days following the entry of the 
Final Order. The firm also agreed that a partner of equal 
seniority in the firm would review any registration 
statement or offering circular prepared in whole or in 
part by Sidney O. Raphael to assure its compliance 
with the 1933 and 1934 Acts. By letter the Commission 
agreed that if D’Elia and RSV comply with the terms of 
the Final Order and undertakings the Commission will 
not institute proceedings under Rule 2(e) based on the 
matters alleged in the Complaint or the entry of the 
Final Order. Such letter also states that the 
Commission’s Division of Enforcement views a breach 
of any of the above stated undertakings or the Final 
Order would be an independant ground for the institu- 
tion of a proceeding under Rule 2(e) but that such 
proceeding will not involve the facts alleged in the 
Commission’s Complaint. 


A Final Order with respect to Defendant Bennett 
Roberts, Jr. requires him ‘‘to take all reasonable 
actions including all reasonable and appropriate 
inquiry and investigation to assure himself that, in 
connection with any securities offering by any 
company of which he is an officer, director or counsel 
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or any partnership of which he is a general partner or 
counsel, or any issuer controlled by such company or 
partnership,” no violation of the anti-fraud provision’ 
of the Exchange Act occurs. In addition, such Orde: 
requires Roberts, an attorney, to conduct a review of 
his policies, practices, and procedures during the sixty 
(60) days immediately following the entry of the Final 
Order. In a separate letter to the Commission Roberts 
undertakes that he will not practice before the 
Commission. The Commission, in a letter to Roberts 
stated that it would not institute any proceedings 
under Rule 2(e) of its Rules of Practice against Roberts 
based on the allegations in the Commission’s 
Complaint or the entry of the Final Order so long as he 
complies with his representations and undertakings. 


The Commission terminated its action against the one 
remaining defendant Judge Edward C. Coulson on the 
basis of an exchange of letters between the 
Commission and Judge Coulson. In his letter to the 
Commission Judge Coulson states that in view of the 
Code of Judicial Conduct of the State of Texas, which 
prohibits the private practice of law, he commits that 
he will not represent Petrofunds or its affiliated 
companies and he will not practice as an attorney 
before the Commission. He further states that if he 
should desire to practice before the Commission which 
be inconsistent with his commitment, he will notify the 
Commission in writing. The Commission in its letter te 
counsel for Coulson stated that in reliance on th 

commitment contained in the letter it would not 
institute a proceeding under Rule 2(e) based upon the 
allegations in the Commission’s Complaint, but that in 
the view of the Commission any action by Judge 
Coulson inconsistent with that commitment might 
constitute a basis for a decision regarding his right to 
practice before the Commission. 


In May, 1977, Judge Weinfeld issued a Consent Final 
Order and Judgment against Henry Becton, a former 
director of McRae Oil. Such Order and Judgment 
requires Becton to take all reasonable actions 
including all reasonable and appropriate inquiry and 
investigation to assure himself that no violations of 
Rule 10b-5 occur in connection with any securities 
offering, by any company of which he is an officer or 
director or any partnership of which he is a general 
partner, or any issuer controlled by such company or 
partnership of interests in any oil or gas drilling fund, 
program or venture, or in which the solicitation of 
investments is based in substantial part on the 
affording to investors of tax deductions, credits, or 
losses arising from the proposed method of 
operations. 


For further information see Litigation Release No. 741 
dated May 26, 1976. 














Litigation Release No. 8002/June 29, 1977 
Investment Advisers Act Release No. 594/June 29, 
1977 


JOSEPH P. D’ANGELO AND DAYCON INVESTORS 
ASSOCIATES, INC. v. SECURITIES AND EXCHANGE 
COMMISSION 


(C.A. 2, No. 77-4006-7) 


Harvey L. Pitt, General Counsel of the Securities and 
Exchange Commission today announced that, on May 
5, 1977, the United States Court of Appeals for the 
Second Circuit, on a petition for review filed by Joseph 
F. D’Angelo and Daycon Investors Associates, Inc.,* 
aftirmed without opinion an order of the Commission, 
Investment Advisers Act Rel. No. 562, 11 SEC Docket 
1263 (December 16, 1976). The Commission’s order 
barred Dr. D’Angelo from associating with an invest- 
ment adviser, on the basis of (1) a previous order, 
entered by consent, of a United States District Court 
enjoining him from violations of the antifraud and 
registration provisions of the federal securities laws, 
and (2) his failure subsequently to make adequate 


disclosure of the injunction in two applications which 
he filed with the Commission for registration as an 
investment adviser. 
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ACCOUNTING SERIES 
Release No. 222/June 24, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13677/June 24, 1977 


ACCOUNTING SERIES 
Release No. 223/June 28, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13692/June 28, 1977 








*The denial of registration of Daycon Investors Asso- 
ciates, Inc.(‘-Daycon”) by an administrative law judge 
on November 5, 1976, was not appealed to the Com- 
mission and thus became final on December 6, 1976. 
(Investment Advisers Act. Rel. No. 560). The Court of 


Appeals did not disagree with the Commission’s state- 
ment that, due to Daycon’s failure to appeal the admini- 
strative law judge’s denial of registration to the Com- 
mission, Daycon’s petition for review was not properly 
before the Court. 
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